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The obvious question then is how well do your 
benefits cover your employees? If you don’t like 
the answer, you may find a better one with Aflac. 


Aflac can help protect your employees with cash 
to cover their bills in the event of sickness or injury. 
With a one-day average turnaround? for online 
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Innovation on A 
Global Scale 


BY LEWIS D’VORKIN 


What’s the future of digital media? Increasingly, I’ve been asked 
to tackle that question at conferences, in interviews, internally. 
Following our sale to Asian investors, my answer lies in our 
worldwide ambitions. We already have 35 local-language edi- 
tions plus 20 websites, all operated by licensees. Our goal is to 
grow that presence in innovative ways. The opportunity is best 
broken down into products, none easy to manage amid continu- 
ous disruption. My current focus: a global story page for mobile 
devices in a world of app-centric social networks. 

The Web, despite the popularity of apps, remains the money 
machine for news organizations. A Pew Research Center study 
estimated that 60% of mobile users get their news through 
browsers. Less than half that relied on apps for news. Pew also 
found that 19% of U.S. consumers saw news on a social net- 
work in 2012, up from 9% in 2010. Clicking means launching a 
browser window. 

Here’s some of what I’m pondering about a global, mobile 
page—and the intersection points with print: 

* How does one global screen accommodate multiple 
languages? 

* Can you personalize a single multilingual article page 
experience? 

* In what ways can we integrate graphics and informational 
nuggets from our magazine? 

* Do design elements of mobile informational streams somehow 
work in print, too? 

And what about apps? I’m channeling Clayton Christensen, 
the Harvard professor, in thinking about a strategy. Disruption, 
he says, revolves around asking: What’s the job to be done? The 
FORBES Under 30 Summit in Philadelphia last month helped 
define that job. One thousand attendees clearly needed to be 
in one room, face-to-face. FORBES convened them. They also 
wanted to communicate many-to-many. We provided an app 
that, in effect, served as a pop-up niche social network. The 
intense use of the app during and after the event indicates the 
potential for rallying a community around verticals. 

The FORBES mission of entrepreneurial capitalism created 
a worldwide brand. That same spirit is now core to our organi- 
zation. Our expert contributor model has 1,500 entrepreneurial 
journalists. The global story page we’re working on started with 
a few twenty-, thirty- and fortysomethings telling me they had 
an idea and me telling them, “Go for it” Small teams will influ- 
ence our thinking in apps, too. More than ever, individual op- 
portunity will power us around the world. @ 
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CAN BRAZIL BE MORE THAN 
A PRETEND POWER? 


BY STEVE FORBES, EDITOR-IN-CHIEF 


THE RESULT of the presidential elec- 
tion in Latin America’s largest nation 
has dusted off an old bromide: Brazil 
has a great future—and always will. 
This populous, resource-rich, con- 
tinent-size country seemingly made 
enormous strides after going through 

a disastrous financial crisis in the late 
1990s. Chronic inflation was halted, and 
antibusiness regulations were eased. 
Combined with the global commodities 
boom of the last decade, these measures 
sent Brazil’s economy roaring ahead, and by 2010 the 
country’s GDP ranked seventh in the world. It looked 
as though Brazil had made the leap to developed status 
and was, in terms of the size of its economy, ready to 
surge past such countries as Britain and France. 

Then it all screeched to a halt. It turns out much of 
Brazil’s boom was dependent on high commodity prices. 
Today Brazil is in recession. Its currency has slumped, 
and inflation is ominously rising. Foreign direct invest- 
ment is shrinking, as are business capital expenditures 
by firms based in Brazil. Corruption is flourishing. 

President Dilma Rousseff, who took office as the Brazil- 
ian economy turned cold, narrowly squeaked by a pro-free- 
market candidate to win a second term. The big question is 
whether she'll turn away from the statist policies that have 
long plagued and crippled Brazil’s economy or place her 
country firmly on the road to the perdition of Argentina 
and Venezuela, where stagnation, shrinking political free- 
dom, populist demagoguery and corruption are the norm. 

If Rousseff wants Brazil to become a global economic 
powerhouse rather than an oversize backwater, she should 
go online to the World Bank’s annual study and ranking 
of 189 economies, Doing Business, which measures “the 
regulations that enhance business activity and those that 
constrain it” Brazil rates miserably, with an overall rank- 
ing of 120. Four categories stand out in which Brazil fails. 
¢ Starting a business. Setting up a legal business in Bra- 
zil is like maneuvering through an obstacle course, as 
one is required to go through 11.6 different procedures, 








which, on average, take a total of 83.6 
days. No wonder Brazil has an enormous 
informal economy. Rousseff should take 

a cue from New Zealand, where a new 
business can be set up in a single day with 
a few keystrokes on a computer. A huge 
source of corruption is thus swept away. 

¢ Dealing with construction permits. This 
area gives a true picture of how difficult it 
is to get things done. Compared with the 
rest of the world, Brazil is atrocious: Each 
project requires 18.2 procedures (ver- 

sus 11.9 in developed countries), which take 426.1 days 
(versus 149.5 in developed countries) to acquire. 
Registering property. In Brazil one must go through 
13.6 procedures to register. Compare that with other 
Latin American and Caribbean nations, where the 
average is 7. Strong property rights are essential for 
progress. Rousseff should consult Peru’s Hernando de 
Soto, the world’s premier expert on this subject. 

e Paying taxes. It’s no surprise that Brazil is riddled 
with taxes and fees. Of the 189 economies Doing Busi- 
ness examines, Brazil ranks 177th in this category. 

The survey estimates that it takes an eye-rolling 2,600 
hours a year to comply with all of Brazil’s exactions. 
Radical simplification would work miracles by drain- 
ing a swamp of corruption and bringing shadow busi- 
nesses into the real economy. Hong Kong and Singa- 
pore are models Rousseff should examine. 

Of course, there are other economy-scorching dragons 
to slay, including internal cartels that suffocate competi- 
tion and rules that restrict foreign direct investment. 

Finally, there’s an absolutely crucial area that will 
make or break Brazil—or any other country: 

* Monetary policy. One of the most destructive ideas 
of the modern era is the Keynesian notion that you 
can steer an economy—like you can a car with a steer- 
ing wheel—by manipulating the value of a country’s 
currency. Talk about putting the cart before the horse. 
Money measures the value of products and services 
and facilitates commerce. The idea that printing more 
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money stimulates sustainable 
economic growth is as vapid as a 
restaurant’s management believ- 
ing that increasing the number of 
coat-check tickets will increase the 
number of patrons, who will, in 
turn, leave more coats to check. 
Inflation has been the bane of 
Brazil’s economy. To kick off an era 
of genuine stability, with the real 
winning the trust of its people and 
foreign investors, Brazil’s govern- 
ment should start by firmly fixing 
the real to the U.S. dollar—and learn 
how to maintain that fixed ratio. 
Rousseff should study how Hong 
Kong, through a currency board, has 
tied its currency to the U.S. dollar for 
over 30 years. Its ratio survived Asia’s 
brutal 1998 economic crisis, when 
neighboring currencies collapsed. 





Lessons from the 
U.S. Energy Miracle 


At the recent Forbes Global CEO 
Conference in Singapore renowned 
energy expert Daniel Yergin pointed 
out a remarkable fact that under- 
scores the extraordinary change in 
the U.S. energy picture. After decades 
of decline in domestic oil production 
and growing dependence on foreign 
oil sources, the situation has been 
stunningly reversed by the use of rev- 
olutionary methods in drilling for oil 
and natural gas. The increase in U.S. 
oil production since 2008 (more than 
4 million barrels per day) now ex- 
ceeds the total output of every mem- 
ber of OPEC but one, Saudi Arabia. 
Several lessons emerge from this. 
¢ Entrepreneurship trumps all. The 
revolution in drilling was a result of the 
creativity and innovation that are the 
hallmarks of free markets. For years the 
accepted—and touted—wisdom was 
that global oil production, particularly 
in the US., had peaked. But entrepre- 


neurs are never constrained by what is. 


¢ Governments kill innovation. Most 
oil production is controlled by state- 
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owned companies or entities that 

are virtual partners of government. 
Such organizations do things the way 
they’ve always done them and fall into 
ruts. Free markets routinely upend the 
status quo. Look at Mexico. Its gov- 
ernment gets one-third of its revenue 
from state-owned Pemex. Corruption 
and political pressure to cough up 
money for the ever expanding ap- 
petites of politicians and their allies 
have severely stunted investment and 
innovation, The revolution in Ameri- 
can drilling and the decline in Pemex’s 
production have finally forced Mexico 
to make a contentious and portentous 
change, allowing private companies to 
enter Mexico’s energy sector for the 
first time since 1938, when private oil 
companies were nationalized. 

¢ Mineral rights, the U.S? not-so- 
secret superweapon. The U.S. is about 
the only country that allows individu- 
als and private companies to own the 
minerals beneath their land. Discover 
oil or natural gas in your backyard and 
you can get rich fast. But in Mexico and 
most other places, you’re out of luck: 
Those minerals are the property of the 
government. That’s why wildcatters— 
entrepreneurs who are always search- 
ing for new oil sources or finding ways 
to extract more oil from supposedly 
spent wells—are a U.S. phenomenon. 

¢ Energy is a tough business with 
tight margins. The rise of oil prices 
in the 1970s and again starting in the 
early part of the last decade led to the 
perception that oil and gas companies 
are gushers of immense profits and fat 
margins. Not true. Those price increas- 
es were the result of the weak dollar, 
not of oil shortages or price gouging. 
When the greenback is debased, money 
flees into hard assets, including com- 
modities. Now the dollar is strong—not 
the desire of the Fed but a result of its 
deep ignorance of money (see my book 
Money: How the Destruction of the Dol- 
lar Threatens the Global Economy—and 
What We Can Do About It, McGraw- 
Hill Education)—and the world is 
stunned by the decline in oil prices. 


Restaurants: 
Go, Consider, Stop 


Edible enlightenment from our eatery 
experts and colleagues Richard Nalley, 
Monie Begley, Randall Lane and 
Chef Jeff Lamperti, as well as brothers 
Bob, Kip and Tim. 





® Nougatine 

Trump Hotel, 1 Central Park West 

(Tel.: 212-299-3900) 

Jean-Georges’ nod to casual dining with fare pre- 
pared to perfection. Start with the crispy calamari 
with citrus chili dip, the foie gras brule or the peeky- 
toe crab cake. Move on to a delish cheeseburger, 
bowl of spaghetti or Parmesan-encrusted veal Mila- 
nese. End.with the warm chocolate cake: 











© Birds & Bubbles 
100B Forsyth St., between Broome and 
Grand streets (Tel.: 646-368-9240) 


Fried chicken and champagne pair as well as foie 
gras and sauterne. Sarah Simmons’ execution, in a 
subterranean Lower East Side lair, is nearly flawless: 
The crispy bird is brined in buttermilk; the expertly 
curated bubbly selection is among the city’s best. 
Instant date night: $55 gets you a bucket and a split. 





® Ristorante Morini 
1167 Madison Ave., between 85th and 
86th streets (Tel.: 212-249-0444) 


This elegant and spacious duplex space is Chef Mi- 
chael White’s seventh restaurant in Manhattan. The 
chef is hailed for his innovative pastas and excellen 

seafood. Perfection: the terrina of foie gras and ' 
duck, the creamy lobster risotto, the seared Arctic 
char, the grilled prime strip steak and the tiramisu. 








® The East Pole 
133 East 65th St. (Tel.: 212-249-2222) 


This alluring spot has a part uptown, part down- 
town vibe, which may be why it’s often packed. 
There’s something for everyone: a daily change 
of oyster offerings, a rich fish pie or a deliciously 
seasoned and overly generous pork chop. For sides 
try the truffled chips and the heirloom carrots with 
honey and cumin. A must: luscious lemon custard. 








® Little Prince 
199 Prince St., between MacDougal and 
Sullivan streets (Tel.: 212-335-0566) 


A delightful haven for trend-weary diners, serving 
French bistro classics. Favorites: grilled shrimp 
salad with roasted artichokes and asparagus, 
hanger steak au poivre with frites, mussels in white 
wine and saffron broth, brussels sprouts in duck fat 
and the addictive French onion soup burger. 





®UVA 
1486 Second Ave., between 77th and 
78th streets (Tel.: 212-472-4552) 


An authentic, rustic taverna with wonderful reci- 
pes from “home” and ingredients decidedly from 
grandma’s kitchen with a flair. Mondays are mad- 
cap meatball night, with every variety imaginable 
served, even vegetarian. There are also more than 
20 cheese offerings—all, of course, from Italy. 














MORE 


TO LOOK FORWARD TO 


Move your old 401(k) toa 
Fidelity Rollover IRA 


» One-on-one guidance from our investment 
professionals 





» Awide range of investment choices for 
growth, income, or both 


» Year-end ideas for your investments, 
including managing the impact of taxes 








Start enjoying the benefits of working with 
Fidelity today. Find out why 9 out of 10 reviewers” 
would recommend a Fidelity Rollover IRA to their friends. 


800.FIDELITY 
Fidelity.com/Rollover 


Keep in mind that investing involves risk. The value of your investment will fluctuate over time and you may gain or lose money. 


*Based on 500 screened and posted customer ratings and reviews evaluating convenience, customer service, and value, and whether reviewers would recommend an 
account with Fidelity to their friends. Ratings and reviews were provided either through an email solicitation for feedback on the product or were voluntarily submitted on 
Fidelity.com by customers as of 10/28/2014. The experiences of these customers may not be representative of the experiences of all customers and are not indicative of 
future success. For additional information, go to Fidelity.com/Rollover. 

Be sure to consider all your available options and the applicable fees and features of each before moving your retirement assets. 


Fidelity does not provide tax advice. Consult your tax professional regarding your specific tax situation. —— 
Fidelity Brokerage Services LLC, Member NYSE, SIPC. © 2014 FMR LLC. All rights reserved. 696684.2.0 ei eZ Oe) Mobile 
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- Jack Ma, China’s 
richest man, took 
his e-commerce 
giant, Alibaba, 
oublic in 

New York in 
September. 
He joins many 
other Chinese 
billionaires 
coming to 
America with 
their mainland 


fortunes. 22 
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PROMOTION 


A Saesiey: 


Aly 


For a rare and intoxicating rural adventure with panache, 
look no further than Scotland’s Speyside region. This 
destination is truly unlike any other in the Highlands. With 
woodlands and rolling hills that effortlessly drape around 
the River Spey, this spectacular setting is as unrivaled as * 
the land’s scarce and valuable natural resources. 





From lochs to saree aa moteur cele 
countryside is spotted with cottages and 
wildlife alike. Most impressive are the red 
and roe deer, osprey, and golden eagle, 
which can be sighted year-round. 





Rick Forroir 


On moe-e entelelentecnsra carter impec- 
cable way to take in the landscapes nestled 
along the riverbanks. One particularly excep- 
tional and legendary walk is the 65-mile-long 
Speyside Way. Linking the Moray Coast and 
the Grampian Mountains, it is one of only 26 
trails rated as Scotland’s Greatest. 


A WORLD OF MASTERY 


Speyside’s unique characteristics extend to its distinc- 
tive climate, soil, and topography. Naturally rich in cool 
River Spey springwater, the fertile land offers up piles 
of the golden malting element, barley. It is precisely this 
that makes the environment so rich for whisky distil- 
lation. Just sample thé finished taste of The Macallan 
Rare Cask, informed by the rich terrior of the region. 
For this reason, Macallan’s spiritual and inspirational 
home — the Easter Elchies House - lies in the heart of 
the only Malt Whisky Trail in the world. 









RARE CASK 








ND SINGLE MAL 
SCOTCH WHISKY 


reas hk ores 
Ie tT PN i ta 
Samer) Teofett 
beast e Cc rateaa 








Introducing’"The Macallan Rare Cask, the single malt whisky for the truly selective. 
The finest liquid is hand-chosen from the rarest 1% of ‘The Macallan’s 
sherry-seasoned oak casks for an exceptionally rich, vibrant ruby red whisky. 


Available in limited quantities. 


allan Distillers Limited, The Macallan® Scotch Whisky3% Alc./ Vol. Imported by Edrington Americas, New York, NY. Demonstrate your discernment, enjoy responsibly. 
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INDUSTRY ATLAS 


Buying American 


Chinese firms have inked 896 deals and poured $43 billion into the 
U.S. since 2000. Much of the action is on the Left Coast, with California 
landing about a quarter of the deals. Leading the charge are many of 
China’s 242 billionaires (see ranking at forbes.com/china), who made 
the bulk of their fortunes in the Middle Kingdom but are investing in 


America’s future. 








DEAL VALUE (SMIL) 
MB $1,501+ 
MMB 501-1500 
@@8 101-500 
M2 51-100 

2 11-50 

1-10 

8 Number of deals 


SOURCE: RHODIUM GROUP. 





LIANG WENGEN 
RANK: 27 
NET WORTH: $4 BILLION 

Ralls, a company with ties to Liang’s construc- 

tion-equipment maker, Sany, agreed to buy four 
wind farms in Oregon in March 2012. Months 

later Barack Obama issued a presidential order 
demanding, on national security grounds, that it 
sell them back; the wind farms are near a training 

facility for naval weapons systems. Ralls sued, 

and in July it scored a victory when an appeals 
court ruled that the Administration must explain 

more fully why it blocked the Chinese-backed 


company. 








ROBIN Li —————_— 


RANK: 2 
NET WORTH: $14.7 BILLION 
In May China's largest search engine, Baidu, an- 
nounced a $300 million investment to build a new 
artificial intelligence R&D center in Google’s backyard. 
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MA HUATENG 
RANK: 3 
NET WORTH: $14.4 BILLION 
Two years ago Internet giant Tencent 
plunked down $330 million for Cary, 
N.C. game developer Epic Games, 
known for its Unreal line, and another 
$350 million for Santa Monica’s Riot 
Games, maker of one of the world’s 
most popular videogames, League of 
Legends. 


In the past two years clean-energy giant Hanergy’s 
American subsidiary has completed a solar power 
plant in Florida, picked up a project in California and 
bought four solar tech outfits, including Arizona- 
based Global Solar Energy, which makes thin-film PV 


:LeaderBoard 





«@Q 
WANG JIANLIN — 
RANK: 4 
NET WORTH: $13.2 BILLION 
In 2012 his Wanda Group 
swooped in and paid $2.6 billion 
for AMC Entertainment in Kansas 
City. It now runs 342 movie 
theaters, with nearly 5,000 
screens across the country, 
making it the world’s largest 
cinema operator. 


LI HEJUN 
RANK: 5 
NET WORTH: $13 BILLION 


solar panels. 



















RANK: 16 
NET WORTH: $5.4 BILLION 
China’s biggest auto parts maker, 
Wanxiang, paid $250 million in 
2013 for bankrupt A123, a maker 
of lithium-ion batteries for electric 
vehicles. The deal expands its large 
U.S. presence, which now includes 
more than 3,000 employees and its 
headquarters outside Chicago. 











RANK: 272 

NET WORTH: $900 MILLION 

) 2013 Wan-led WH Group paid $4.7 billion 
or Virginia’s Smithfield Foods, becoming 
e world’s largest pork processor and hog 
roducer. It was the biggest-ever acquisition 
of a U.S. firm by a Chinese company. 


RANK: 25 
NET WORTH: $4.3 BILLION 
Through his Fosun International, 
China’s Warren Buffett paid $725 
million for the 60-story 1 Chase 
Manhattan Plaza last year. Fosun 
also bought a stake in high-end 
apparel maker St. John Knits 
International. 





RANK: 179 


NET WORTH: $1.2 BILLION 
Yang is CEO and chairman of 
Lenovo, which has gone on a 

$5 billion shopping spree in the 

U.S. this year, snagging Motorola 
from Google and acquiring IBM’s 
x86 server business. 


























RANK: 1 
NET WORTH: $19.5 BILLION 
Former English teacher listed his 
e-commerce giant, Alibaba, on NYSE in 
September, raising $25 billion and setting 
a record as the world’s largest-ever IPO. 


RANK: 30 
NET WORTH: 
$3.7 BILLION 
One of China’s most 
influential real estate de- 
velopers, known for her 
stylish buildings, led a 
reported $1.4 billion deal 
for a 40% stake in the 
GM Building in 2013. 


NET WORTHS AS OF 10/10/14. 


America’s 100 richest are 

still vastly richer than their 

Chinese counterparts, but 
maybe not for Jong. 


TOTAL WORTH 


1-YEAR NET WORTH CHANGE 
2-YEAR CHANGE 


AVERAGE NET WORTH 


AVERAGE AGE: 


TOP HOMETOWNS 
NEWYORK _ BEIJING 


HOUSTON HONG KONG 


NUMBER OF WOMEN 





TOP INDUSTRIES 








INVESTMENTS 
TECHNOLOGY 
REAL ESTATE 
MANUFACTURING 
HUNGRY DRAGON 
In five years Chinese direct $14 
investment in the United 
States has grown from 2 
$2 billion a year to $14 billion. 
10 
CHINA’S FOREIGN 8 
DIRECT INVESTMENT 
TRANSACTION VALUE 6 
IN THE U.S. ($BIL) 
4 
2 
a 0 


09 "10" 11 ila val} 


SOURCE: RHODIUM GROUP. 
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BY LUISA KROLL AND LIYAN CHEN 


JEFF BEZOS 


NET WORTH: $24.8 BILLION 
Investors are getting tired of Amazon’s profit shell 


game. It lost more money in Q3 than expected, send- 
ea er Oa ir ing shares down 8% in a day. 








Farming's 
First Family 


Four more Cargill agribillies. 
SPORTSMONEY 

a : CARGILL HEIR 
hen ts4 S Ransom W. Duncan MacMil- 
lan died in 2006 as the 
216th-richest man in 
America, leaving his 
$1.6 billion fortune to 
four daughters: Sarah 
Chaney, Lucy Stitzer, 
Katherine Tanner and 
Alexandra Daitch. 
Their estimated 3.75% 
stakes in Cargill—the 
$135 billion Minnesota- 
based food giant that 
has more than doubled 
its revenues since Mac- 
Millan’s death—give 
each heiress a personal 


There are good weeks, 
there are great weeks— 
and then there was 
LeBron’s week. 


HIS CAREER HAS been marked 
mostly by vertiginous highs, but 
LeBron James has never enjoyed 
a week quite like the one he had 
from Oct. 22 to Oct. 30, which 
featured a new shoe, a new 
sponsor campaign, the start of 
his Cleveland redemption tour— 
and, oh, a new baby. 

On Oct. 22 James and his 
wife welcomed their third child, 
daughter Zhuri Nova. Days 
later Nike unveiled the LeBron 





VAR seca) cla M aL aie Saw egy ae pao 
that grossed $300 million in a W.W. Cargill. The gee 0" 
the U.S. alone last year. During ow ; six of their relatives in 
the same nine-day stretch his Sate hes the billionaire ranks—all descendants of 
latest corporate partner, Kia ~ WW. Cargill, who started the company 
Malden ite OO) in a single warehouse in 1865 and today 
in which James extols its 2015 : ; ; 

luxury sedan. (James’ ad work : rr sits atop a family tree worth some $36 
for McDonald's, Coca-Cola and ‘ ; billion. The newest ten-figure family 

lt eM Aare) <M TARO members are just as private as their 


earning pitchman in team sports; 
he pulled in $53 million off the 
court last year.) 


richer kin. “They want to draw the 
curtain down,” says Cargill CEO David 


Pee eee Tor Sce et « . MacLennan. “A lot of rich people want 
home to the Knicks in the season RS to be on TV, want you to know who they 
opener, the Cavs are the Vegas Ry: are and that they own this and that. Not 
eld R COR am acm sym eam aal these people.” 
eg sip CML pe Stitzer served on the board of direc- 
every year in James’ absence. 5 
What's it all amount to? Career tors at Cargill from 1992 to 2010 and 
earnings of $450 million, an currently chairs Waycrosse, the family 
estimated net worth of $250 investment company. Her sisters have 


million and. one hell of a week remained entirely out of the public eye. 
back home in Ohio. Even with 


3 a.m. feedings on the way, it’s ae pees Bees by phone 
SE Oe jen: when reporting this issue’s piece on 
Cargill (see p. 44). “I don’t have time to 
chat,” she said. “I can’t really help you 
with this article.” 





ALL FIGURES AT THE TOP OF THIS AND SUBSEQUENT PAGES REPRESENT CHANGES IN WEALTH BETWEEN 
OCT. 7 AND OCT. 28. SOURCES: INTERACTIVE DATA VIA FACTSET RESEARCH SYSTEMS; FORBES. 
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NEW BILLIONAIRES BY DAN ALEXANDER; SPORTSMONEY BY KURT BADENHAUSEN 


AP PHOTO / FELIPE DANA; DAVID RYDER/GETTY IMAGES (TOP) 


soni AH banker 

who will work with” 
us and be part of 
the team.” 
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S When you need someone to strategize with, we'll be ready to talk. Our 
Capital Finance : : : . 4 
relationship managers take the time to learn your business and gain 

ase as | a deeper understanding of your expansion goals. We’ve successfully 
eens a §6= partnered with mid-sized to large corporations to help them meet their 
Government & Institutional global business needs. With our full suite of products backed by our time- 
ieee tet ' tested strength and stability, we’ve never been more ready to support 

your business today and for years to come. To learn more about how our 


capabilities can work for you, visit national.wellsfargobank.com/FO7. 


International 


Investment Banking & 
Capital Markets” 


Treasury Management 





* Investment and insurance products: NOT FDIC-insured - NO Bank Guarantee - MAY Lose Value 


’ Wells Fargo Asset Management is a trade name used by the asset management businesses of Wells Fargo & Company. Certain investments are distributed by 
Wells Fargo Funds Distributor, LLC, Member FINRA/SIPC, a subsidiary of Wells Fargo & Company. 

2 Insurance products and services are offered through non-bank affiliates of Wells Fargo & Company including Wells Fargo Insurance Inc. and Wells Fargo 
Insurance Services USA, Inc.. 

3 Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its subsidiaries, including Wells Fargo 
Securities, LLC, a member of FINRA, NYSE, NFA and SIPC, Wells Fargo Institutional Securities, LLC, a member of FINRA, NFA and SIPC and Wells Fargo Bank, N.A. 

© 2014 Wells Fargo Bank, N.A. Alll rights reserved. Deposit products offered by Wells Fargo Bank, N.A. Member FDIC. Deposits held in non-U.S. branches are not FDIC 

insured. WCS-1213519 9/14 
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Our Back Pages 


LONDON’S MAGGS BROS. LTD. has been collecting, curating and selling 
antiquarian books since 1853. Which rare first editions would it recommend for 
bibliophile FORBES readers? Managing Director Ed Maggs, the fifth generation 
of his family to run the business, assembled this custom collection from his 
shop’s stacks, a six-pack of power, finance, adventure and mayhem. 


Volume selling: 
Ed Maggs in his 
antiquarian bookstore 


in London. 


by Adam Smith 
(1776), $191,767 
Where it all 
began: the 
granddaddy 
of laissez-faire 
economic 
thought. 
Britain’s Oxford 
Dictionary 
of National 
Biography 
observes that it 
had “no rival in 
scope or depth 


when published” 


and still exerts 
enormous 

influence nearly 

250 years later. 





by Edwin Lefevre 
(1923), $13,538 
“Arguably the 
greatest book on 
speculation ever 
written,” Maggs 
says. It’s a thinly 
fictionalized 
account of the 
life of Jesse 
Livermore, a 
legendary trader 
who made and 
lost several 
colossal fortunes. 
(In 1940, 
despondent, he 
shot himself in 
the cloakroom 
of Manhattan’s 
Sherry- 
Netherland 
Hotel.) 
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by T.E. Lawrence 
(1926), $79,903 
The great 
adventurer’s 
account of 
his role in 
World War | 
is a “textbook 
for guerrilla 
warfare,” Maggs 
Says. This edition 
is one Lawrence 
printed himself 
a decade after 
the war; just 170 
complete copies 
survive. 








by Ernest 
Shackleton 
(1919), $5,193 


A first-person 
account of the 
explorer’s ill-fated 
attempt to cross 
Antarctica via 
the South Pole. 
Shackleton's ship 
was crushed by 
ice, yet his entire 
crew survived. 
Due to paper 
shortages after 
World War |, the 
first impression 
was of poor 
quality; this much 
better second 
impression was 
printed shortly 
after, 





NET WORTH: $1.3 BILLION 
Regulators send subprime-mortgage king 
scathing letter accusing his firm of pumping out 
inaccurate records by the thousand. 


by Karl Karsten 
(1931), $7,670 
Many credit 
Karsten 
with having 
established 
the first hedge 
fund; this book 
describes the 
long/short 
strategy that 
inspired his 
investing. 
Observing 
tide-predicting 
machines, he 
anticipated the 
rise of electronic 
trading and even 
built a prototype 
computer. 





WILLIAM ERBEY 





by Bret Easton 
Ellis (1998), 
$2,397 
Ellis’ novel of 
1980s Wall 
Street perfidy, 
sex, drugs 
and violence, 
originally 
published as a 
paperback in 
1991, was finally 
reissued in 
hardcover seven 
years later. This 
first edition of 
the latter is a 
rarity for two 


primary reasons: 


lt was printed 

inthe U.K. and 

signed by the 
author. 











Books-a-Million 


The world’s most expensive words. 


Leonardo da Vinci 
($49.4 mil’, 1994) 
Bill Gates bought 
this handwritten 
notebook of 
scientific musings. 


Order of St. Benedict ($28 mil, 1983) 


The German gov: 


ernment owns this 


{2th-century work commissioned 


by the Duke of S 


axony. 


($24.5 mil, 2007) 


One of ies 7 surviving 12th- 


century versions 


passed from one 


American billionaire (Ross Perot) 
to another (Carlyle Group 


cofounder David 


($15.1 mil, 2011) 

The Jesuits sold this 
7th-century work— 
interred alongside St. 
Cuthbert in 698 and 
unearthed in 1104—to 


the British Librar 


Rubenstein). 


y. 
K ($14.5 mil, 2013) 


Rubens bought one of 1] 


surviving copies 


of this 1640 book. 


($13.9 mil, 2014) 
Medieval devotional book of hours 


originally part of 


a collection 


confiscated by the Nazis in 1938. 


Joh 


182 
art 
Toll 


Geoffrey Chauce 


n James Audubon 


($12.6 mil, 2010) 
Hundreds of drawings 
produced in the 


Os; sold to London 
dealer Michael 
emache. 


r ($111 mil, 1998) 


Produced by William Caxton, 
reputedly England’s first printer. 


George Washington ($10.2 mil, 2012) 
Sold to the Mount Vernon Ladies 
Association, a nonprofit that owns 
Washington's Virginia estate. 


William Shakespeare ($8.2 mil, 2001) 


What Christie’s deemed “the 
most important book in English 
literature” was sold to an 


anonymous buyer. 


‘ALL FIGURES IN 2014 DOLLARS. 


MAGGS BROS. LTD; 50 BERKELEY SQUARE, LONDON W1J5BA; +44 (0)207 493 7160; ENQUIRIES@MAGGS.COM. 
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OUR BACK PAGES BY BRIAN DAWSON; BOOKS-A-MILLION BY NATALIE ROBEHMED. 








NOT ALL THOSE 
WHO WANDER 
_ ARE LOST. 
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INTRODUCING 


kindlevoyage 


BRILLIANTLY CRISP DISPLAY » REMARKABLY THIN DESIGN 
EFFORTLESS PAGE TURNING « LIGHT THAT ADJUSTS WITH YOU 


amazon 
ee) 


CHARLES DOLAN 


+$280 MILLION 


NET WORTH: $4 BILLION 

Investors cheer news that his Madison Square 
Garden is mulling split of media biz and 
increasingly valuable Knicks and Rangers. 
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Heavenly Body 


The futuristic Lobanov STAR will be the 
world’s priciest (and pointiest) yacht. 


WHEN POET JOHN MASEFIELD asked for 

a “tall ship and a star to steer her by,” he never 
imagined the radical superyacht whose strik- 
ing look was unveiled in September by Russian- 
born boat designer Igor Lobanov and the British 
naval-engineering firm BMT Nigel Gee. 

The aptly named STAR is shaped like the top 
half of one—it’s 433 feet long and astoundingly 
tall, rising to a point nearly 200 feet above the 
waterline. With more than 37,000 square feet of 
interior space across eight decks, the futuristic 
vessel could be used as a private (if conspicuous) 
craft or a luxurious floating hotel. But there’s one 
celestial catch: an astronomical price tag. The 
Lobanov STAR will cost more than $500 million 
and take an estimated four years to build. Start 
stowing away that down payment today. 








30 UNDER 30 
Political Animals 


Policy influencers from the 
Forbes 30 Under 30, in 30 words or less. 


Amanda Brown Aaron 
NATIONAL WOMEN’S SMALL BUSINESS COUNCIL | 29 Letzeiser 
In May the THE MEDICAL 
Rock the Vote AMNESTY 
plan oined INITIATIVE | 25 
the NWSBC as Twenty-one 


executive direc- 





states plus D.C. 
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tor, advising the have adopted 

White House laws for which Blake Masters 

and Congress Letzeiser has JUDICATA | 28 

on how to advocated, Legal-research innovator coauthored 
improve the protecting those seeking emergency Zero to One with Peter Thiel; the startup 
business climate medical care from underage-drinking manual/futurist’s playbook was the top 
for female prosecution. He anticipates 15 to 20 more business tome on the New York Times 
entrepreneurs. will follow. bestseller list its first month. 


YACHT BY ALICIA ADAMCZYK; 30 UNDER 30 BY KATHRYN DILL 


BOBBY BANK/GETTY IMAGES (TOP) 





Move forward. With confidence. 


No matter how complex your business questions, we have the i 
capabilities and experience to deliver the answers you need to De i oO i tte 5 
move forward. As the world’s largest consulting firm, we can prema Sirs 4: 
help you take decisive action and achieve sustainable results. 


www.deloitte.com/confidence Co al S 8 Ae ‘al g 


Copyright © 2014 Deloitte Development LLC. All rights reserved 


PROMOTION | BUSINESS AVIATION 


Reimagining a Winner 


BY TONY VELOCCI 


To casual observers, Gulfstream Aerospace Corp.'s G280 may look like a basic upgrade of its predecessor, 
the G200, in the super-midsize segment of business jets. It’s time to set the record straight. 


hile the two aircraft share a 
common fuselage, the G280 
might as well be a clean- 
sheet design. 

By exceeding nearly every performance 
goal that Gulfstream set when the aircraft 
was announced in 2008, the G280 effectively 
demonstrated that it could compete with 
larger aircraft costing millions of dollars more, 
such as the Dassault Falcon 2000S, Embraer 
Legacy 600 and Bombardier Challenger 605. 
It has a cabin volume of 935 cu. ft., a range of 
3,600 nm and a normal cruise speed of Mach 
0.80. And, like those larger jets, the G280 can 
fly at more than 530 mph from New York to 
London or Singapore to Dubai carrying four 
passengers plus crew, 

Powered by two Honeywell HTF7250G 
engines, each rated at 7,624 lb. thrust, the 
G280 can climb directly to 43,000 ft. This 
enables it to fly well above the heavily traf- 
ficked North Atlantic routes that commercial 
jets fly on typically warm days, and sprint 
across the continental U.S. in 5.5 hours or 
less, when flying at Mach 0.84. 

Even with the G280’s outsize speed and 
range, it still consumes up to 12% less fuel 
than any other aircraft in its class and needs 
only 4,750 ft. of runway at maximum weight, 
ensuring that long-range trips can depart 
from shorter airfields. Moreover, direct 
Operating costs can be up to 30% less than 
larger-cabin aircraft like the G450 and G550. 

Such capabilities are no happy accident. 
Gulfstream knew that the G280 would require 
certain aerodynamic qualities to achieve the 
performance that the company envisioned. 
Engineers borrowed heavily from the design 
of the airfoil or wing of Gulfstream’s iconic 
G550, widely considered the most capable 
production airplane in the world, with its 
blended winglets at the tips. 

For all the performance that the G280 
delivers at its $24.5 million price point, 
it’s the cabin that seems to impress G280 
operators the most. Small wonder; many 
of the aircraft's cabin features mimic those 
of the G550, Gulfstream’s ultra-long-range 
former flagship. 







The cabin of the G280 offers nearly the 
same head and shoulder room as the G550. 
The cabin height of 6 ft. 3 in. is greater than 
that of any aircraft in its class. Such spa- 
ciousness allows the G280 to comfortably 
seat up to 10 passengers, with berthing for 
up to four people. Interior sound levels also 
come very close to those of the G550. Dual 
Blu-ray DVD players and high-definition 
monitors are standard features, and passen- 
gers have access to satellite phones and the 
option of high-speed Internet. Storage con- 
sists of 154 cu. ft., including a rear baggage 








compartment accessible from the cabin, the 
best in its class. 

"For the price, this is an exceptional multi- 
mission aircraft,” says Steve Cass, vice president 
of communications for Gulfstream. “When we 
can get someone on a demonstration flight, 
there's a good chance they are going to 
choose the G280." 


Gulfstreany 


gulfstream.com 


=! 
ae” 
fea” 


Ome enue ice) i) 
aviation is boundless, 


*Maximum tanges shown are based on NBAA IFR theoretical eae with coinle Reel gers and is) 
will be affeeted by ATC routing, operating speed, weather, outfitting options and oth 


based off preliminary data and subject to change: 
2 A GENERAL DYNAMICS COMPANY 





HAROLD HAMM 


-$1.3 BILLION 


NET WORTH: $14 BILLION 
America’s biggest fracker takes a hit as oil 


ir Boa '¢ ad drops to its lowest price in two years. “The | 
market is not in glut,” he insists. 


DEAL TOY 








_ LAST HURRAH 

Maybelline’s IPO was Wasserstein Per- 
ella’s coda. Cofounder Joseph Perella 
departed for Morgan Stanley in 1993; 
Wasserstein sold the firm to Dresdner 
Bank in 2000—a $1.4 billion deal that 
landed him on The Forbes 400, where 
he remained until his death in 2009. 


WILD PITCH 

Maybelline was founded in 1915, but 
the catchy “Maybe she’s born with it, 
maybe it’s Maybelline” jingle didn’t 
arrive until 1991. The previous slogan 
was the somewhat less engaging 
“Fine makeup, sensibly priced.” 


PARIS MATCH 

The Maybelline auction drew both 
foreign and domestic interest, but the 
bid from France’s L’Oréal proved tough 
to beat, as Wasserstein had cut a deal 
that discouraged rival bids by granting 
his firm half of any gain above the 
already accepted offer. 


LASH LEGACY 

When the deal wrapped, the memento 
of choice for the bankers, lawyers and 
executives was obvious: The classic 
Great Lash mascara tube, pink with a 
green cap, dates to 1971 and remains 
Maybelline’s signature product. 
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Analog helps you 





Only our high-definition solutions give you the business intelligence you need. 

Gain valuable insights into your business’ operations by using an Avigilon end- 

to-end system as a real-time, information gathering and reporting tool. See 

how Avigilon’s superior image detail can help your company’s bottom line at GAVIGILON 
avigilon.com/intelligence 


The top three images were shot with an Avigilon 29 MP HD Pro camera. The fourth image was shot with an analog camera. 





EBOLA RESEARCH 


+$175 MILLION 


That’s the amount billionaires have | 
ir a pledged to fight the deadly virus. 








CONVERSATION 





WILL PINTEREST eventually get bigger than 
Facebook and Twitter, or even Google? Our Nov. 3 
cover story on the burgeoning shop-and-share site 
floated that tantalizing notion, citing its promising 
revenue model relative to the other social media 
giants. “The numbers being discussed are stagger- 
ing,” wrote marketing exec Sherman Mohr. “It’s 
just more fun to position yourself as a consumer at 
oe the outset of an upcoming purchase on Pinterest 
than on Google.” Still, Artforum’s Annie Godfrey 
was skeptical. “Despite the impressive Web traffic 
statistics, Pinterest’s success is limited to specific 
industries,” she observed. “A little research is re- 
pee hd : quired before taking the Pinterest plunge.” Recent 

aca ul rsi 10S investment from Silicon Valley heavyweights val- 
ues the company around $5 billion—consider the 
plunge taken. 


HOW BUFFETT SAVED DOW - NEW TRICK TO RETIRE RICH 

















THE INTEREST GRAPH 


Judging by the stories viewed online from our Best Entrepreneurs issue, interest in Pinterest exceeded all else. 


Inside Pinterest: The Coming Ad Colossus That Could Dwarf Twitter and Facebook 95,567 views 
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Shale Gas and Buffett’s Billions Fuel Turnaround at Dow Chemical 


“They were amazed 
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The Tao of Taos: Can Louis Bacon Make New Mexico’s Soulful Ski Valley a Downhill Mecca? hounds before him 


Bacon has been 
7,726 
| seduced by one 
of America’s most 
challenging hills.” 


Entrepreneurial enablers from the Forbes 30 Under 30, in 30 words or less 
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Highlights from our four- 
day #Under30Summit in 
Philadelphia. 
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Is your investing style aggressive, conservative or healthy for 
your age? Find out at bringyourchallenges.com/mutualfunds 


Could investing like a millennial—even though you’re a boomer—be 
hazardous to your financial health? Find out with our Investing Age 
tool, an online assessment of your investing style. Then learn about 
more than 50 mutual funds that can help balance your appetite 

for risk, time frame and financial goals. It’s a healthy approach to 
investing at any age. 
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AMAZON AND IBM: WHOOPS! 


“KNOW WHEN to hold ’em. Know 

_ when to fold ’em.” Thus sang Kenny 
Rogers in his 1978 hit, “The Gambler.” 
(if the song seems fresh, it’s because 
you can’t escape the Geico television ad 
_ that has Rogers lampooning his tune.) 
Lesson of the song: Circumstances 

_ change. Good luck is bad luck when 
the loser draws a gun. Bad can be good, 
if you’re wise enough to drop out be- 
fore you lose it all. 

It was Amazon’s good luck that for 
years investors looked the other way at the company’s lack of profits. 
They bought the Amazon two-step: Free cash flow matters more than 
profits, and Amazon can slow down innovation and growth and turn 
on the profit tap anytime it wants. Got that? 

But circumstances changed. Stocks became fully valued. Investors 
became more selective. Amazon’s growth slowed, and its free cash 
flow—at least for a quarter—disappeared. Until recently a company 
with $80 billion in revenue with a brilliant founder/CEO but no prof- 
its seemed like a cool thing. Until suddenly it didn’t. Amazon’s stock 
in 2014 is down 28%. Think about it: Amazon is now fighting a mul- 
tifront war against the likes of Apple over devices, Google over cloud 
services, Alibaba and Wal-Mart over commerce, and FedEx and UPS 
over rapid delivery. And it’s doing so with a weak balance sheet and a 
negative cash flow. Not very cool! 

Circumstances change. So must Amazon. 

And now so must IBM—but for entirely different reasons. If Amazon 
pushed its plan of profitless growth too far, IBM did the opposite. For 
years under CEOs Sam Palmisano and Ginni Rometty IBM promised 
steady earnings growth, even in the face of declining sales. A quarter’s 
hiccup would be one thing, but IBM has had ten straight quarters of 
revenue decline. What IBM did to keep up earnings was buy back its 
stock—more than $100 billion worth since 2002—and sell off lower- 
margin businesses. 

Stock buybacks are, arguably, a smart strategy in predictable times. 
But not so smart when cloud and mobile technologies are threatening 
to upend older enterprise-technology companies like IBM. 

Hindsight being perfect, IBM’s Ginni Rometty should have told 
Sam Palmisano to stuff his earnings road map when she succeeded 
him as CEO. It was an outdated idea from an otherwise smart and 
brilliant CEO, who, along with Louis Gerstner, literally saved IBM 
in the 1990s with a big, bold bet on global services. But the earnings 








RICH KARLGAARD IS THE PUBLISHER AT FORBES. HIS LATEST BOOK, THE SOFT EDGE: WHERE GREAT COMPANIES 
FIND LASTING SUCCESS, CAME OUT IN APRIL. FOR HIS PAST COLUMNS AND BLOGS VISIT OUR WEBSITE 
AT WWW.FORBES.COM/KARLGAARD. 
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promise was a road map too far. It was one 
of those things that worked, until suddenly it 
didn’t. And when it didn’t, it really didn’t. 

My guess is that Rometty is so loyal to 
IBM and mentor Palmisano that she was 
slow to see the flaw of promised earnings 
growth amid declining revenues in an era of 
rampant IT disruption. But now she sees the 
mistake, and she steered IBM off that road 
last month. But you have to wonder about 
that $100 billion spent on stock since 2002. 
More acquisitions were, in fact, needed. IBM 
can be good at acquisitions. For instance, 
Kenexa, its cloud offering in human re- 
sources, was acquired in 2012 and is growing 
at 30% per year. 


GIANT GENIUS 


One of my FORBES colleagues claims the San 
Francisco Giants were “lucky” this year. His 
claim is based on the Giants’ winning only 88 
games and slipping into a wild-card spot dur- 
ing the regular season’s final weekend. 

That’s a misunderstanding. The Giants’ 
strategy is to build a team for the playoffs. 
During the regular season they resist reach- 
ing for 96 wins if 90 or so will do. That way 
the Giants won’t burn out a pitcher. They 
patiently let players work through slumps. 

The Giants have had 335 consecutive 
home sellouts, so the local fans buy into this 
strategy. Giants fans don’t clamor for the 
manager’s head during a July slump or an 
August series sweep by the hated Los Ange- 
les Dodgers. 

This patience can be seen in the Giants 
pitching aces vis-a-vis the Dodgers. The 
Dodgers’ ace, Clayton Kershaw, was baseball’s 
dominant pitcher during the 2014 regular 
season. But he fell apart in the playoffs. The 
Giants’ ace, Madison Bumgarner, was merely 
good during the regular season but was 
dominant in October, It may look like luck, 
But it’s planned. 

Know when to be patient. Know when to 


peak. @ 
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D BIG DATA: 


The point of Big Data and analytics is not just to 
manage more data but to generate insights. Data 
discovery involves the use of analytic techniques for rapid, 
ad hoc exploration of multiple types of data. 


While skills and clear business goals are as important as technology, a data 
discovery platform should be part of any organization's array of tools. 
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When you're able to collect, unify, and analyze all of the data that surrounds 
your business, you can uncover the insights that matter most. It could be 
an insight that changes the way one customer sees:your company or how 
your company sees the world. Learn how big data analytics marketing 
applications, and services can help yow’*KROW'trore $6 you can do more. 
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BIG FED IS BIG GOVERNMENT 


ONE OF THE MOST important func- 
tions of constitutional government is 

to limit the government’s power and 
guide it in useful directions, not for self- 
 aggrandizement. Another is to facilitate 
sound money, which is at the core of 

_ free markets and property rights, central 
tenets of the rule of law and the ability 
of a country to attract investment. 

This is why the current monetary 
and regulatory regimes’ wild excesses 
are so egregious. The first article of 
the U.S. Constitution vests in Congress the power “To coin Money, 
regulate the Value thereof, and of foreign Coin, and fix the Standard 
of Weights and Measures.” Thus, as they created the nation’s laws, 
the Founding Fathers believed that sound money was as important a 
foundation for economic growth and law as the length of the foot or 
the weight of the ounce is for consistency in measurement, and that 
Congress should be responsible for it. 

The centrality of these monetary issues dates from 1215, when the 
Magna Carta codified the concept of individual liberty by limiting 
the powers of England’s king. The document was filled with clauses 
restraining the king’s tax and spending powers and defining the mon- 
etary and banking relationships between the king and his subjects. 

Three articles of the Magna Carta are devoted to reversing the expan- 
sion of King John’s forestry interests. It created a 40-day commission, made 
up of 12 knights per county, to abolish any of the king’s forestry taxes and 
duties deemed unfair, offering to the king only that he be informed first. 

This historical background is relevant as we enter the seventh year of 
an uncontrolled government expansion. To force interest rates toward 
zero, the government has imposed thousands of regulations controlling 
the amount of credit and guiding it toward large borrowers, especially 
government itself, at the expense of small borrowers and savers. 

Global fines levied on the financial system by government agents have 
reached $200 billion and will probably climb much higher, Without clear 
authorization the government, through the Federal Reserve, has incurred 
$2.6 trillion in uncollateralized, interest-paying liabilities to banks in 
order to fund the Fed’s purchases of high-priced government debt. 

The Magna Carta explicitly limited the burden of current debt 
on future generations. That’s protection we've lost as the government 
blithely passes the burden of trillions of dollars of debt, compound in- 
terest and hard-to-maintain assets from one generation to the next. 

The Fed has now decided to hold on to its investment portfolio for 
years, perhaps decades, funding it primarily with short-term bank 





debt, on which the Fed (meaning taxpayers) 
will pay interest that could top $100 billion. 
As for the depth of the hole the Fed has dug, 
remember that President Reagan pushed hard 
for asset sales in the 1980s, but he lost to big 
government. Only a few billion dollars in assets 
were sold, the equivalent in King John’s era of 
the government giving up a large meadow. 


INTEREST RATES BELOW ZERO 


Europe is fully engaged in the same battles. Its 
strongest institution is the European Central 
Bank, which by law has only one prime objec- 
tive: price stability. However, under extreme 
pressure from Europe’s overindebted govern- 
ments the ECB has launched a trillion-euro 
expansion of its assets and debt, pretending that 
this will revive Europe’s moribund economy. 

The ECB’s dramatic expansion plan creates 
two divisive problems that are splitting Europe. 
When it borrows from banks, the ECB is charg- 
ing a negative interest rate instead of paying in- 
terest to banks, as the Federal Reserve does. This 
pits cash-rich banks in northern Europe (the 
ones that will be required to maintain expensive 
deposits at the ECB) against weaker banks in 
southern Europe. The ECB’s October stress test 
of banks highlighted southern Europe’s weak- 
ness and this deep north/south divide. 

The bigger problem is philosophical. Fru- 
gality is imbedded in Germany’s constitution 
and psyche. It’s a strong rudder that guides 
the ECB but may split it from profligate Eu- 
ropean governments. 

The growth solution is for governments to 
downsize and for the Fed to relent. It’s been al- 
locating capital in the wrong direction, toward 
bigness, causing income inequality, distorting 
markets around the world and slowing growth 
and investment. The Fed needs to build the 
case that above-zero interest rates will be 
better for all and that central banks need 
extra powers during emergencies but other- 
wise should abide by sane limits and rules. Q 


DAVID MALPASS, GLOBAL ECONOMIST, PRESIDENT OF ENCIMA GLOBAL LLC; PAUL JOHNSON, EMINENT BRITISH HISTORIAN AND AUTHOR; 
AMITY SHLAES, DIRECTOR, THE 4% GROWTH PROJECT, GEORGE W. BUSH INSTITUTE; AND LEE KUAN YEW, FORMER PRIME MINISTER OF SINGAPORE, 
ROTATE IN WRITING THIS COLUMN. TO SEE PAST CURRENT EVENTS COLUMNS, VISIT OUR WEBSITE AT WWW.FORBES.COM/CURRENTEVENTS. 
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EM IAX It’s no longer enough to just cast a wide net in emerging markets. We believe their next 
wave of growth will be powered by young companies with disruptive business models 
and game-changing ideas. 
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EMERGING ¥en 
Our new fund uses innovation as a lens to spot these companies early in their life cycle, 
MARKETS when demand for their innovations is just starting to ramp up. We focus on companies 
INNOVATORS that are positioned for transformational growth, creating new markets or changing the 
-FUND landscape of existing markets. 


Justin Leverenz brings his successful team and philosophy from the well-known 
Developing Markets Fund. Heidi Heikenfeld brings her own expertise in identifying small, 


PORTFOLIO MANAGERS fast-growing companies around the world. 


_ JUSTIN LEVERENZ, CFA av. Sele 
Mai Whether you're an investor or an advisor, find out how you can tap into this evolution of 
YEARS OF EXPERIENCE emerging markets. 


Industry: 21, Firm: 10 
HEIDI HEIKENFELD, CFA 


_ YEARS OF EXPERIENCE 
Industry: 14, Firm: 14 GrowthIncomeProtection.com 
















_ Protection is positioned as an investment goal. Investing in certain securities may help to hedge against certain risks, but does 
not imply any guarantee from loss. Mutual funds are subject to market risk and volatility. Shares may gain or lose value. 


Foreign: investments may be volatile and involve additional expenses and special risks, including currency fluctuations, foreign taxes and 
geopolitical risks. Emerging and developing market investments may be especially volatile. Due to smaller economies, less developed capital 
markets and lower investor protection standards, these risks are magnified in frontier markets. Due to the recent global economic crisis that 
; sed financial difficulties for many European Union countries, Eurozone investments may be subject to volatility and liquidity issues. The 
! st a significant portion of assets in a particular region, industry or sector, which may increase volatility and exposure to risks 
t particular region, industry or sector. Small and mid-sized company stocks are typically more volatile than those of larger, 


| businesses, as these stocks tend to be more sensitive to changes in earnings expectations. It may take a substantial period 
ain on an investment in a small or mid-sized company, if any gain is realized at all. Investments in securities of growth 


1t objectives, risks, charges and expenses. Visit oppenheimerfunds.com, call your advisor or 
-ospectus with this and other fund information. 
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g, IL 60196, in Canada, Zurich Insurance Company Ltd (Canadian Branch), 10 
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Insurance Limited, 5 Blue St., North Sydney, NSW 2060 and further entities, as required by local jurisdiction. Certain coverages are not available j 
services are provided by The Zurich Services Corporation. 


| 
This is intended as a general description of certain types of insurance a Zurich Insurance Group, as in the US, 
Zurich American Insurance Company, 1400 American Lane, Schaumbur 0 King Street West, Suite 5500, PO Box 290, Toronto, 
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The Golden Elephant 


In an exclusive interview Cargill's new CEO, David MacLennan, outlines his plans to 
make the world’s biggest agribusiness bigger. Not that it needs a lot of help. 


BY DAN ALEXANDER 


f David MacLennan 
were CEO of any com- 
pany but Cargill, he’d 
be in trouble right 

= now. Since taking over 
ee hs job last December, 
earnings are down 22% to 
$1.2 billion over his first three 
quarters. His aggressive plan 
to build a $370 million new 
chicken-processing plant in 
China has been a bust, run- 
ning directly into an avian flu 
scare and heightened com- 
petition. And the company 
has become entangled in the 
global hysteria over the safety 
of genetically modified foods, 
losing more than $90 million 
when Chinese officials started 
rejecting Cargill’s shipments 
of corn containing a yet-to- 
be-approved GMO. 

Yet when MacLennan, 55, 
decked out in a crisp checked 
suit with no tie, leans forward 
on a conference table at Car- 
gill’s headquarters 20 minutes 
outside of Minneapolis, he’s 
not justifying his existence 
but laying out opportunities, 
which include a new $100 
million cocoa plant in Indo- 
nesia, a $91 million livestock 
feed factory in Korea and a 
dairy feed mill in India, the 
doubling of a food innovation 





Shadowed by the past: 
hub near headquarters and oe New Cargill CEO David 
the $10 million face-lift of its ao MacLennan has a large 
European equivalent. All in oS i LA he 


and fall back on. 





all, Cargill has poured more 
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than $3 billion into upgraded facilities, An even bigger opportunity? Over 800 
acquisitions and new projects around the million people in the world are hungry, and 
world over the last year. another 2.1 billion people are overweight. 
At one level that’s pocket change for “You’ve got people who are obese and mal- 
Cargill, the $135 billion (fiscal year 2014 nourished because they eat the wrong kind 
sales) family-owned food behemoth that of calories,” MacLennan says. “And you’ve 
dominates all roads between the world’s got people who are barely subsisting on 
farms and your dinner plate. But it is im- low-calorie diets who need more nutrition. 
portant, insists MacLennan. Since the com- That’s where we can serve the world.” 
pany was founded in 1865, the core of its Scientists have long known what types 


business has always been trading commod- 
ities—buying, storing, shipping and selling 
the crops farmers grow around the world. PRIVATE COMPANY HALL OF FAME 

In 1998 Cargill assured its dominance at THESE FIVE FIRMS RANKED IN THE TOP TEN ON OUR FIRST LIST OF 

the heart of the global food market by AMERICA’S LARGEST PRIVATE COMPANIES WAY BACK IN 1985—AND 
acquiring the grain storage and transpor- THEY STILL DO TODAY. THIS YEAR’S FULL LIST: FORBES.COM/PRIVATES. 
tation assets of competitor Continental 
Grain, at the time the fifth-largest private 
company in America, for an estimated $300 


CARGILL Agricultural Conglomerate 















aay : 1935 2014 
million. Today Cargill operates the world’s RANK RANK 
largest fleet of ships transporting dry bulk 1 1 
commodities, some 550 boats stopping at REVENUES REVENUES 
6,000 ports around the globe. $30.0 BIL $134.9 BIL 






But it’s low-margin work, and since 
FORBES started tracking private company 


; KOCH INDUSTRIES Conglomerate 
revenues 30 years ago, Cargill has never 













once netted more than 4% of total sales, or 1985 2014 
$4 billion. MacLennan is hoping a slew of RANK RANK 
innovative new products can juice those . : 
margins. “Being big means that we’re slow- REVENUES REVENUES 
$12.0 BIL $115.0 BIL 







er than we need to be,” he says. 

His plan: Make the elephant sprint, or at + 
least jog. Inside Cargill’s industrial special- - ££. BECHTEL Construction 
ties unit on the edge of Minneapolis, scien- ne 







tists play with crop derivatives to turn them 1985 2014 
into things like paint, glue, shoe soles and Sea mi 
glass. The unit’s sales have grown by more 

than 15% annually for 15 of the last 16 years a eau SEN 








and are expected to grow by 30% this year. 
Its most promising products today? For 
one, a modified vegetable oil that makes 







asphalt less likely to crack in the winter or 1985 2014 
turn to tar in the summer. Cargill started RANK RANK 
selling it two years ago and has already 8 6 
shipped 30 million pounds of the prod- REVENUES REVENUES 
uct around the world. The plan is to be $5.3 BIL $33.0 BIL 





selling 100 million pounds of it a year by 
2020. Another big win could be soybean 


PUBLIX SUPER M 
oil that can be tweaked into foam for car Sc Ln els 





seats. Thirty percent of all cars have seats 1985 2014 

made with agricultural products today, but an RANK 

Cargill predicts that figure will double in : 

the next year. The company already has its peyenes REVENUES 
y pany Mi $3.2 BIL $28.9 BIL 


foam in Fords across the U.S. 
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of food cause health problems, but people 
keep wolfing them down because their 
healthier alternatives taste like card- 
board. Inside Cargill’s newly expanded, 
40,000-square-foot food innovation lab, a 
team of chemists and tasters are working to 
reinvent three of the most basic products 
in the world: sugar, salt and oil. 

The greatest success so far: Truvia, a zero- 
calorie sugar alternative derived from stevia 
rather than sugarcane. Launched in 2008, 
sales are now at $80 million. Coca-Cola 
partnered early on and started selling a new 
stevia-sweetened drink called Coca-Cola 
Life in the U.S. in August, with two-thirds the 
calories of regular Coke. MacLennan thinks 
Cargill’s stevia sales will eventually reach 
$500 million, which could add a full 5% to its 
bottom line. 

The truth, of course, is that whether these 
initiatives are successful or not Cargill will 
be just fine—the company is just too huge 
and too central to global agribusiness to seri- 
ously falter. When FORBES published its 
first ranking of America’s private companies 
in 1985, Cargill was on top, with $30 billion 
in revenue. Thirty years later it still is, having 
topped the list 28 times (it came in second 
twice). With 69 divisions involved in almost 
every facet of the world’s food chain, Cargill 
is naturally hedged as few other companies 
are against the vagaries of global markets. 
The last year Cargill failed to turn a profit 
was 1938. In an age where Facebook-fast 
startups are lionized, the company remains, 
decade after decade after decade, a power- 
ful testament to the virtues of sheer scale 
and stolid, steady management. “They have 
a very much long-term view of the world, 
and it’s all built around, as corny as it sounds, 
feeding a 7 billion-, 8 billion-, 9 billion- 
person world,” says Michael Boland, an 
agricultural economist at the University of 
Minnesota. “Taking a long-term view, look- 
ing out to 2025, 2050, 2075, the world needs 
more food—plain and simple.” 

Tight control also keeps the ship steady. 
Roughly 90 living descendants of the 
founding Cargill and MacMillan families 
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own the company, making up one of the ten 
richest families in America, with a fortune 
of $36 billion. Ten of them are individual 
billionaires, including four uncovered in 
the reporting of this story (see p. 24). They 
may be rich, but they aren’t all that pow- 
erful. The last family member to run the 
company was Whitney MacMillan, who 
held the top job from 1977 to 1995, when he 
hit the company’s mandatory retirement 
age of 65. 

And though family members own 88% 
of Cargill, only 6 sit on the company’s 
17-person board, thanks to a handshake 
deal forged among family factions in the 
mid-1990s (management holds five seats 
and outsiders, like Richard Anderson, CEO 
of Delta, and Richard Kovacevich, former 
CEO of Wells Fargo, the remaining six). 
The family leaves 80% of earnings for re- 
investment each year, so the company has 
a war chest of about $6.7 billion in cash. 

That security blanket and the company’s 
“firm” and “consistent commitment” to pri- 
vate ownership should give MacLennan all 
the freedom he wants to innovate. Whether 
or not he will succeed in goosing the golden 
elephant is an entirely different question 
but probably not one that keeps the owners 
up at night. IK) 
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K| ‘Advances in medicine and agriculture have saved vastly more lives than 
have been lost in all the wars in history,"-cart sacan 
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Lightening 
Ford's Load 


The secret ingredient that could 
turn the new F-150 pickup into 
an industry breakthrough? 
Novelis, the world's largest 
aluminum recycler. 


BY JOANN MULLER 


ucolic upstate New York, near the 
southeastern end of Lake Ontario, is 
a pretty odd place to be building the 
) future of the U.S. auto industry. Yet 

. here, in a factory that makes alumi- 
num cans for the beverage industry, workers are 
gearing up for a crucial role in the launch of the 
next generation of America’s bestselling vehicle. 

The Novelis plant in tiny Oswego is the birth- 
place, of sorts, for Ford Motor Co’s innovative 
new F-150 pickup, 700 pounds lighter—and thus 
more fuel-efficient to meet government require- 
ments—because its steel body panels have been 
replaced by lightweight aluminum. The stakes 
could not be higher. The F-150 pickup is Ford’s 
crown jewel, generating more than $20 billion in 
revenue annually and 40% of its annual profits. 

Novelis, the world’s largest aluminum re- 
cycler, showed Ford how it could afford the 
switch to higher-priced aluminum (adding 
about $750 per truck) by using recycled scrap 
instead of buying virgin aluminum mined from 
bauxite. Together they created an innovative 
supply chain that allows Ford to recover a big 
chunk of its aluminum costs by selling the scrap 
back to its suppliers and reusing it. 

Phil Martens, a former Ford executive who 
is now chief executive of Atlanta-based Novelis, 
says the virtuous circle is a clever example of 
risk management. “Give us your scrap and that 
will turn into your product” 

The rest of the industry is watching closely. 
Tough new fuel-economy laws require auto- 
makers to virtually double their fleetwide aver- 
age to 54.5 miles per gallon by 2025. Mileage 
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ratings for the new F-150 have yet to be released, 
but the feds say Ford must achieve 30.2 miles 
per gallon by 2025, up from about 19mpg today. 

Ford declined to talk to FORBES about its 
manufacturing process, but the closed-loop re- 
cycling system is similar to one Novelis already 
uses in Europe for Jaguar and Land Rover, 
Ford’s former luxury brands. The major differ- 
ence is the scale. 

Here’s how it works: When a vehicle body 
panel is stamped, about 40% of the metal 
winds up as scrap. Instead of gathering up all 
the various metal scraps from its stamping 
plants in Dearborn, Mich. and Buffalo, NY, 
Ford installed $60 million worth of elaborate 
pneumatic scrap-handling equipment that will 
separate the aluminum alloy scraps on con- 
veyors and deposit them in dedicated contain- 


First cans, now cars: Novelis 
CEO Phil Martens at the 
company’s Atlanta HQ. 
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ALUMINUM TO GOLD? 


TO SAVE WEIGHT AND MEET NEW FUEL-ECONOMY STANDARDS, FORD REPLACED THE STEEL BODY PANELS 
OF THE F-150, AMERICA’S BESTSELLING VEHICLE. A LOOK AT THE NUMBERS BEHIND THE DECISION: 


IMATED ADDED 
ST OF ALUMINUM 


$750 


ers to avoid contamination by other grades of 
metal. Novelis contracted a fleet of 150 trailers 
to ship the scrap, in pristine condition, back to 
its Oswego plant for reprocessing. Scrap from 
Alcoa, another supplier, goes back to its plant in 
Davenport, Iowa. 

The loose, shredded scrap is received in 
bulk dump trucks at the Novelis plant and 
is then dried to remove any moisture or oil. 
The pieces are then melted in a 2,000-de- 
gree furnace, with extra ingredients added 
to rebalance the specialized alloys. Once the 
molten metal is ready, remaining impuri- 
ties are removed and it is cast into massive 
30,000-pound ingots for subsequent process- 
ing. It’s then ready to be rolled into sheets 
one-sixteenth of an inch thick and shipped 
in giant coils back to Ford’s stamping plants, 
where the process begins anew. 

Novelis built an expertise in recycling out of 
necessity. In 2005 the rolling division of Alcan, 
the Canadian aluminum manufacturer, was spun 
off as a public company, creating Novelis, and 
was acquired two years later by a $40 billion 
Indian conglomerate, Aditya Birla Group, for $6 
billion. Without mining and smelting partners it 
learned to adapt, rolling aluminum for cans from 
“urban mines” instead of underground ones. 

When Martens joined the company in 2009, 





he stepped up the transition toward recycling 
and began focusing on the automotive industry 
to offset cheap Chinese aluminum cans. “We 
always want to be the leader in cans,” he said, 
“but we realized we also have to move into a 
more technical basis, with high-value products 
that are hard to replicate and based on strong 
relationships. That is the auto industry. Is it 
more profitable? Yes. Is it more difficult? Yes. 
But it’s worth it in the long run” By the end of 
the decade Novelis, with current revenue of $9.8 
billion, expects automotive sheet could exceed 
25% of its business, up from 4% five years ago, 
while its can business shrinks to 50%, down 
from 62% last year. 

In the past three years the company has 
invested $500 million in recycling systems 
worldwide, including expansions in Oswego 
and Berea, Ky. Its goal is to have 70% recycled 


content in its automotive sheet by 2020, up from 


less than 10% five years ago. 
Knowing there’s a buyer for their leftover 


aluminum, automakers have an incentive to seg- 


regate the scrap metal at the factory and protect 


its value, says Tom Boney, Novelis vice president 


for automotive. “We want to preserve the value 
and keep reusing it,” adds Derek Prichett, vice 
president of global recycling. “It justifies every- 


body’s investment.” 3j¢| 
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* ‘Every decently made object is testimony to the magical ability of our 
species to take raw materials and turn them into things of use, value 


and beauty,” —Kevin mccoup 
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| CAPTIVES OF 
| THE COLD WAR 


| Twenty-five years have 

| passed since the Berlin Wall 

| fell. How are the major ex- 
Iron Curtain economies faring 
| post-Communism? 


GERMANY 


A reunited Deutschland 

has taken full advantage 

of its combined strength, 
becoming the unquestioned 
economic heavyweight of 
the EU, 


POLAND 


Fared well in the 1990s; now, 
as with other Soviet satellites, 
the plight of Ukraine colors 
its outlook, as does the 
sluggish-at-best European 
market. 


UKRAINE 


The West has done nothing 
to grab the hand extended by 
this tightest of Soviet clients: 
Putin’s undeclared war and 
land grab threaten to capsize 
its wobbly democracy. 
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Anything for science: 
Bell was seated two 
seats down from Yoko 
Ono at this fall’s New 
York Fashion Week. 





Is That Intel 
You're Wearing? 


Mike Bell needs to make sure the world's largest 
chipmaker finds its way into every new device that 
comes after PCs, smartphones and tablets. 


BY AARON TILLEY 


ike Bell doesn’t like any 

of the smartwatches on 

the market. And that’s not 

because they’re missing an 

Intel chip inside. Bell, the 
46-year-old engineer who runs Intel’s New 
Devices Group, is bothered by the fact that most 
people’s idea of a smartwatch seems to consist of 
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shrinking a smartphone and slapping it on your 
wrist. “I don’t think most people want to have a 
watch on their wrist that screams technology,” 
Bell says. “They want something that shows an 
expression of themselves that also does some- 
thing really great with technology.” 

The market for wearables was sputtering 
along until Apple unveiled its much-anticipated 
watch in September, with an on-sale date in 
early 2015. Now sales estimates are soaring for 
the whole wearables category. One hundred mil- 
lion smartwatches will be in use by 2019, accord- 
ing to Jupiter Research. 

Bell is tasked with making sure the world’s 
largest microprocessor maker finds its way 
into all these wearables. For now this mostly 
means watches, where Intel is lagging. Apple 
won't be using Intel in its watch (nor is Intel in 
the Samsung Gear or Moto 360 smartwatches). 
Bell’s plan is to focus instead on the nontech 
companies that know how to build products 
people will actually wear but need help with 
the circuitry. He’s looking in some places that 
are pretty far afield, at least for the conserva- 
tive semiconductor giant. In September Bell 
showed up at a New York Fashion Week event 
two seats down from Yoko Ono. Thankfully he 
wasn’t wearing his usual uniform of flip-flops 
and a Tommy Bahama short-sleeve shirt. So far 
Intel has snagged partnerships with the likes of 
fashion house Opening Ceremony and watch- 
maker Fossil for luxury smartwatches, and with 
headphone maker SMS Audio for self-powered 
earbuds that track your heart rate. It also ac- 
quired fitness-tracker startup Basis in March for 
areported $100 million. 

Bell, who sports a Basis on his wrist, says, 
“There’s been some real damage done by stuff 
that hasn’t been very good and hyped, and 
then people ask, ‘Is this all there is to wearable 
technology?’ We're trying to say, no, this is not 
all there is. If you work really hard at it, you can 
design something that’s elegant, fashionable, 
invisible and does something great for you.” 

A former executive at Apple and Palm, Bell 
has handpicked each of the employees in the 
New Devices Group since its formation in 
September 2013. There’s a design studio in San 
Francisco run by Hans Moritz, who was the de- 
sign head at sunglasses maker Oakley for nearly 
a decade. The science unit is run by Steven 
Holmes, who was hired away from Nike, where 
he helped create its FuelBand fitness tracker. 
Intel is not talking about his budget or head 
count, but Bell says he’s keeping it small and 
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runs it like a “very well-funded startup.” 

Intel’s work on the SMS Audio earbuds is a 
road map for where things might go. It started 
with marching orders from Bell to his science 
group to bring him random pieces of technol- 
ogy that might work for Intel in wearables. 

A couple of engineers one day showed him a 
prototype of some headphones with an optical 
sensor for reading a pulse rate, but they had a 
clunky box that housed a battery and a Blue- 
tooth radio. Bell told the engineers to lose the 
battery and Bluetooth. A few months later they 
came back with a set of earbuds that were 
powered by and transmitted data 
through the headphone jack 
of a smartphone. Intel CEO 
Brian Krzanich showed off 
the headphones at CES, the 
big consumer electronics 
trade show, in January 2014. 
That caught the eye of SMS 
Audio, which has backing 
from basketball player Carmelo 
Anthony and rapper 50 Cent. From 
that point on the two companies began 
collaborating on the product. Intel brought the 
science, and SMS Audio knew how to figure 

out the right colors and cord length, how the 
ear pieces should fit and how to get the sound 
quality right. 

“Tt was a very close collaboration, down to 
the wording on the box, but it really is their 
product,” says Bell. “We have no delusions that 
we could do this without a brand in this space” 
Says SMS Audio President Brian Nohe: “Intel 
has generated a skunkworks within the corpora- 
tion. It’s brilliant, whoever made that decision.” 

Despite a surprising recent uptick in PC 
sales, still its biggest revenue line, Intel can’t 
risk missing out on the next big thing the way 
it missed the early innings of mobile. Its overall 
revenue in the third quarter was up 9% from 
a year ago, to $9,2 billion, mostly because of its 
monopoly in the fast-growing data center busi- 
ness, In mobile Intel is still bleeding massive 
amounts of cash: $1 billion in its last financial 
quarter and $3.15 billion total for 2013. One 
bright spot is the Internet of Things business 
unit, which sells chips and software for indus- 
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smartwatches in use 
worldwide by 2019 
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trial applications, growing 14% last quarter with 
$530 million in revenue. 

A longtime knock against Intel in the mobile 
world was its inability to keep up with lower- 
power chips from the likes of Qualcomm and 
ARM Holdings. Mobile devices and wearables 
prize low power consumption—and those chips 
sell at lower margins than the server chips Intel 
is used to selling. Qualcomm’s Snapdragon pro- 
cessors won pride of place in most of the new 
smartwatches from Samsung, Motorola, LG and 
Timex. Bell and his team are working with new 

sets of power-sipping chips and firmware 
at , that could be rolled out to all Intel’s 
partners. He hopes to have some- 
thing to show the world in 2015. 
Tall, shaggy-haired and 
usually wearing flip-flops, Bell 
brings a lot of experience in 
the art of starting from nothing 
and building some of the big- 
gest consumer products of our 
time. In his 17 years at Apple he 
witnessed its renaissance firsthand, 
working on the iPhone, iMac, AirPort Ex- 
press and Apple TV. He left Apple in 2007 with 
the hopes of turning around the beleaguered 
Palm. “It was the hardest thing I’ve ever done,” 
says Bell about his decision to leave Apple. Un- 
fortunately, he didn’t succeed the second time 
around. In 2010 Palm threw in the towel and 
was sold to Hewlett-Packard for $1.2 billion. 

Bell jumped over to Intel after the Palm 
sale to work on a mobile project, the nature of 
which still remains a secret despite its getting 
canceled, He moved over to run the mobile chip 
unit before Krzanich tapped him in May 2013 to 
run the New Devices Group after Intel’s board 













instructed the CEO to make sure Intel was going 


to get into whatever the next big thing in tech is. 
Right now Bell isn’t worried about the profit- 
ability of his unit—though that is the goal at 
some point. He’s too busy working out the next 
way people will be interacting with technology, 
such as intelligent assistants in the cloud and the 
perennially around-the-corner wonder of wire- 
less charging. “Every day I’m sitting there think- 
ing of 15 more things we can go do, but we have 


to focus.” *| 
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ik “With engineering, I view last year's failure as next year's 
opportunity to try it again.” ~corDon MoorE 
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| Its new 3-D printer uses 
| good ol’ ink-jets to 

| build solid objects to a 

| precision half as fine as 
} astrand of silk—and do 
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| any machine on the 
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| Phones and tablets are 

} now half of all consumer 
| electronics spending. 

| The display industry 

| sells a square foot of 

| glass each year for 

| every adult on earth. 

| Print media and desktop 
| PCs lumber on—for now. 
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Please 
Tase Me, Bro 


Taser’s new growth strategy: 
Become the Bee for cops. 


BY KASHMIR HILL 


‘hen Rick Smith is on an 
airplane and a seatmate 
asks him what he does for 
a living, he usually goes 

v vague: “I sell industrial 
Beerenics 2 He knows if he admits he is the 
founder and CEO of Taser International he'll 
have to endure a flight trapped in a heated con- 
versation about cavalier cops, cardiac deaths and 
some buddy or cousin who took it in the chest 
from one of his 50,000-volt electric weapons. 
“Tt’s tiring,” he says. 

That’s not to say the 44-year-old is ashamed 
of what he’s built. The 750,000 Tasers he’s sold 
in 21 years have saved some 100,000 lives by 
avoiding gunfire, he reckons. “The number of 
gun deaths every year is a huge societal problem. 
I figured if it could be solved in a way that cre- 
ates value, it would be a big business.” 

And itis. In the latest 12 months the company 
netted $17 million on $148 million in revenue, 
but the problem is that stun gun sales aren’t as 
shocking as the company would like, up only 
17% year to date. What Smith would rather 
talk about over airplane pretzels is Taser’s new 
growth business: body cams and digital video 
storage. It has a pinky-size camera that attaches 
to an officer’s glasses for $599 and a deck-of- 
cards-size chest version for $399. Body cams 
have been around for years—Taser started mak- 
ing them in 2009—but fewer than 15% of police 
departments have them. That number is now 
headed toward 100%, say Smith and scores of 
law enforcement officials, in the wake of the 
fatal shooting of Michael Brown by Officer Dar- 
ren Wilson in Ferguson, Mo. this summer. “I 
have changed my opinion on cameras,” said Se- 
attle Police Officers’ Guild President Ron Smith, 
a longtime camera holdout, to the Seattle Times. 
“T believe that if there had been a camera on 
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Officer Wilson we probably would not have had 
the riots and disturbances.” 

Sales of body cams are only 10% of Taser’s 
revenue, but its stock popped 50% in the weeks 
after Ferguson. Smith saw a huge spike in inter- 
est but not much in camera sales—yet. Mean- 
while, his archrival, the privately held body-cam 
maker Vievu, says it broke its own revenue 
record in the September after Ferguson, with a 
double-digit increase in sales and a 70% increase 
in requests for test units. 

For Taser the hardware is the front door to 
the real revenue play: its cloud storage service, 
called Evidence.com, which can run $15 to $55 
per officer per month. Some 75% of the agencies 
that bought cameras in the last quarter signed 
up for Evidence.com, as opposed to storing the 





Shock absorber: Taser 
CEO Rick Smith models 
a new stun gun and his 
$599 Axon cop camera 
attached to the glasses. 
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video on their own servers. The New Orleans 
Police Department, which deployed 420 of 
Taser’s Axon body-cams earlier this year, has 
budgeted $1.4 million for five years. The cam- 
eras cost less than $300,000; the bulk of what 
it’s paying is for data storage. 

Smith calls Evidence.com “Dropbox for 
cops” and has been recruiting Silicon Valley il- 
luminati to his board, including former Face- 
book chief technology officer Bret Taylor and 
renowned angel investor Hadi Partovi. Partovi 
advised Smith last year to acquire a “social photo 
album” startup called Familiar, tasking its CEO, 
Marcus Womack, with making Evidence.com 
user friendly and developing an app for organiz- 
ing crime scene photos. 

Cops don’t like being recorded any more than 
the rest of us. But the few studies on the effect of 


body cameras show a fs 
The M26 


significant reduction 

incitizencomplaint. hada bite. It 
In partnership with was p ainful. 
Cambridge University, But the new 
the police department 

in Rialto, Calif, using © Models are 
cameras from Taser, clean. The 
found that in the first shock is 

year, 2012, use-of- ° " 
force incidents by efficient. 
officers declined 60% 


and citizen complaints against police fell 88%. 
Rialto Police Chief Tony Farrar tells FORBES 
that in the cameras’ second year of use, prog- 
ress was less pronounced but still impressive, 
with use-of-force incidents down by 46% and 
citizen complaints down 83% from the baseline. 
Another one-year study by the Mesa Police De- 
partment found that 50 camera-wearing officers 
had a third as many complaints as those without 
them and that those officers had 75% fewer use- 
of-force complaints than in the prior year. 

Taser designs and assembles everything it 
sells at its futuristic headquarters in Scottsdale, 
Ariz. The 100,000-square-foot shrine to the 
brand is a round, gleaming silver tower flanked 
by two glass walls with 40-foot-tall retractable 
shades featuring Goliath-size photos of Taser- 
toting cops. Metal doors swoosh open and close 
immediately, leaving the visitor in front of an iris 


scanner in a silent, blue circular room. Past this 
portal is a soaring 40-foot atrium with silver- 
gray catwalks crisscrossing overhead. When the 
Training Academy is in session, electric pops fill 
the air from customers and employees who want 
to experience being tased. Pr. head Steve Tuttle 
describes the effect of different models the way a 
sommelier describes wines. “The M26 had a bite. 
It was painful,” he says. “But the new models 

are clean. The shock is efficient.” Taser has been 
selling video cameras since 2006, when it started 
putting them on its weapons to provide evidence 
for then-rampant lawsuits against overzealous 
police officers. Unfortunately it mostly just pro- 
vided a highlight reel of people being tased. 

In 2007 Steve Ward, a former Seattle police 
officer who headed marketing at Taser, broke off 
to start Vievu, which debuted a $900 pager-size 
camera that clipped to an officer’s uniform and 
was activated by sliding a plastic panel down. 
Taser sued him for misappropriating trade se- 
crets and for breach of contract. The case was 
ultimately settled. When Taser came out with 
its own body camera, it was a clunky three-piece 
system and cost nearly $2,000. “People hated it” 
says Smith. “We sold maybe 200.” Vievu was far 
more successful. The 16-person firm has sold 
44,000 cameras, or an estimated $30 million 
worth, over seven years. Taser didn’t come out 
with its tinier Axon models until 2012. It has 
since sold 20,000 of these. 

Taser is trying to make its cameras more 
attractive than Vievu’s by engineering solu- 
tions to human fallibility, namely cops forget- 
ting to turn them on or turning them off when 
they shouldn’t. Taser’s software keeps activity 
logs that a supervisor can review to determine 
whether a camera ran out of batteries or was 
manually turned off. Other companies don’t 
make these attributes as accessible. 

In October Taser announced a feature 
that remotely activates cameras in a 30-foot 
radius based on triggers such as a cop car’s 
lights being switched on. Someday an officer’s 
accelerating heartbeat could be the “on” but- 
ton. “The policy when you become an officer 
will be you get a gun, a Taser, a badge and a 
camera,” says Smith. He hopes that camera is 
made by Taser. 2K) 
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* “The reality is that we do not wash our own laundry, It just gets dirtier” 


—FRANK SERPICO 
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Google gets all the 
augmented-reality 

buzz, but Oakley released 
its Airwave heads-up- 
display ski goggles a 
year before Glass 
debuted. Now it has 
refreshed the Airwave 
($649; oakley.com) with 
better graphics and 
battery life—but the 
killer app is a wireless 
pairing with Garmin’s 
VIRB Elite action camera 
($399, garmin.com), 
enabling you to stream 
footage of your run (and 
GPS info) straight to the 
Airwave’s display. No 
more fumbling for your 
phone with ski gloves on; 
just open the Garmin app 
in the display and get 

an instant live preview 

of your angle, which 

you can contro! without 
touching the camera. The 
Airwave has preloaded 
trail maps and can track 
your Airwave-equipped 
buddies, too. Its jump 
analytics calculate your 
height and hang time, 
and it’ll stream music via 
Bluetooth from an iPhone 
or Android. 
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BEST SMALL COMPANIES 





Counting Her Chickens 


Popeyes is crushing rivals with a mix of upscale marketing and unapologetically 
greasy comfort food that customers—and investors—can't resist. 


BY BRIAN SOLOMON 


Happy meal: It took CEO 
Cheryl Bachelder two years 
to persuade franchisees to 
buy into a major face-lift for 
the fast-food chain. 


heryl Bachelder used to cringe 

driving past a Popeyes restaurant. 

“We looked like an old-fashioned 

chicken chain from the ’60s. Tired, 
' dirty and slow,” she says. 

Not anymore. Seven years after taking over 
as CEO, Bachelder has proved that high-calorie 
greasy food can still thrive in America. While the 
rest of the fast-food industry sputters (even Mc- 
Donald’s has been losing customers the last two 
years), Bachelder has engineered five straight 
years of juicy U.S. same-store sales growth. The 
chain added 126 domestic restaurants in 2013 
and is on track to open up to 130 more this year 
(as rival KFC suffers through its ninth straight 
year of declining store counts). Investor praise 
is fawning: Shares are up an eye-popping 950% 
since the beginning of 2009. 

Her secret recipe? Turning a chain of dingy 
chicken joints into restaurants modeled on “fast 
casual” darlings like Chipotle and Panera. Fried 
chicken may not be an upscale product, but that 
doesn’t mean you can’t sell it like one. 
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“Popeyes was going to go away,” says Piper 
Jaffray analyst Nicole Miller Regan. “But if you 
look today, it’s not even in recovery anymore. It’s 
all about growth—and that stems from Chery] 
coming in and righting the ship” 

Bachelder accepted the top job at Popeyes 
against the advice of friends. She inherited a 
mess. Founded in 1972 by Al Copeland in a New 
Orleans suburb, Popeyes went bankrupt 20 
years later after it tried to swallow larger com- 
petitor Church’s Chicken. Reorganized as AFC 
Enterprises (for “America’s Favorite Chicken”), 
the company added Cinnabon and Seattle’s 
Best Coffee. But the conglomerate days were 
short-lived after the Arthur Andersen account- 
ing scandal; AFC had to restate three years of 
earnings. The other brands were sold off, leaving 
only Popeyes, long overdue for a makeover. 

Popeyes still had loyal customers reciting old 
commercial taglines—“Love That Chicken!”— 
and singing the praises of the signature flaky 
buttermilk biscuits. Superfan Beyoncé report- 
edly served Popeyes at her wedding. But the 
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business was a disaster, with declining customer 
counts in a shrinking backwater of the fast-food 
industry. The restaurants, shabbily adorned with 
touristy evocations of New Orleans, like street 
lamps and Mardi Gras beads, didn’t help. 

The first goal for Bachelder, an ex-marketing 
chief at Domino’s Pizza and KFC, was to remove 
the cringe factor. But she hit a wall. Popeyes’ 
relationship with its franchisees had soured. 





campaign, which introduced spokes-character 


Annie, the straight-talkin’ African-American chef. 


The tag trickles down to restaurants, where 
signs tout Louisiana’s “uniquely American cui- 


sine” and glass jars filled with chili peppers deco- 


rate pantry racks. Bone-in chicken delivers 60% 
of Popeyes’ sales, while boneless is the choice 
of people under 30, the group Bachelder wants 
to woo for lunchtime visits. A recent success is 







When Bach- HARDLY CHICKEN FEED tenders fried in waffle batter. 
elder showed SHAREHOLDERS LIKE THE REMODELED POPEYES, 100, _—_ Limited-time offers drive 
the initial B00 traffic—boneless chicken 
restaurant ee ee sales are up 100% since 2008, 
redesign, fran- oe and a new fried seafood push 
chisees “said, 400 is also performing well. 
essentially, 300 ene So is the home office. 
‘Hell no?” she Soo It netted $35.4 million on 
recalls. They $221.5 million in revenue 
complained 100 @ JF over the most recent four 

80 Sw Was, ' 1 } 1 
about the © 2009 | 2010 «©2011 :~«| «2012.:~«|«2013-| «2014 quarters, compared with 
“Salvador Dali- SOURCE: FACTSET RESEARCH SYSTEMS. $ 33.6 million on $194.7 mil- 
esque” design and the projected costs. Bachelder _ lion a year earlier, 


admits she was naive to expect frustrated small- 
business owners to put hundreds of thousands 
of dollars into failing restaurants. 

It took two trying years of negotiations to win 
them over. In one meeting a veteran franchi- 
see railed against a chicken special, yelling at 
Bachelder, “You nearly bankrupted the system!” 

Her counterpunch: data. With new account- 
ing software in over 1,000 restaurants Bachelder 
could prove the promotion generated record 
operating profit. The system tracks restaurant 
profitability and delivers detailed quarterly 
reports comparing franchisee results against re- 
gional and national averages. Many chains don’t 
gather such data. “Popeyes is the true poster 
child for how collaboration produces for both 
parties,” says Aziz Hashim, a fast-food franchi- 
see in Atlanta for 20 years, who sold off his other 
stores since coming to Popeyes in 2009. 

Patience—and a remodeling effort that topped 
out at $100,000 per location—paid off. Instead of 
lawyering up, Popeyes franchisees are upgrading 
at a rapid rate. The chain will have 80% under 
the new redesign by the end of this year. 

The company’s new name—Popeyes Louisi- 
ana Kitchen—and its new look embrace Cajun 
spices and classic Southern fare, a theme pound- 
ed home by Popeyes’ first national television ad 


One thing you won’t find in Popeyes’ new 
kitchen: salads. Bachelder thinks rivals promote 
health food for p.r. purposes. “I’m not trying to 
solve the world’s problems here,” she argues. 

Customers are just fine with that. Same-store 
sales in the USS. have increased an average 4.5% 
in the last three years, and since 2008 average 
restaurant operating profit (before rent) has gone 
from 176% to 22%. Sales have risen quickly, with 
new freestanding locations averaging $1.6 million 
a year, up over 50% from the old model, and bet- 
ter development metrics have lowered the failure 
rate (once between 10% and 15%) to just a hand- 
ful among the 644 openings in the last five years. 

Bachelder sees room to double the domestic 
store count, which would put the chain toe-to- 
toe with KFC in the drive-through-dominated 
suburbs. And investors are antsy to take advan- 
tage of the runway left overseas. Popeyes counts 
only 461 restaurants abroad, versus more than 
9,400 for KFC. Andrew Skehan, COO for Pop- 
eyes’ international development, says success at 
home lets it attack from a position of strength. 
“We go up against global brands who are going 
outside the US. because they’re not competing 
here. They’re desperate,” he says. 

Bachelder can smile at that. Cringe-worthy 
fare is on someone else’s platenow. *) 
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Popeyes’ fried chicken.”—Ken WHEATON 
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* “In Louisiana, one of the first stages of grief is eating your weight in 


| Go 
| CONSIDER 
| STOP 


THE SMART 
SALES PITCH 


Total U.S. ad spending will 


| probably reach $180 billion 

| this year. No problem being 

| heard if you’re a huge brand. 
How can startups get the best 
| bang for their smaller buck? 


CONTENT 
MARKETING 


Thanks to social media, story 
channels such as blog posts 
and podcasts are efficient 
and cheap ways (13% less 
costly year-over-year when 
you spend $25,000 and 

up) to get your message 

out and engage with key 
constituencies. 


E-MAIL 
MARKETING 


The in-box approach is still 
popular and effective—if it’s 
targeted. Open rates are up 
9% for the year across all 
devices. But getting folks to 
click on mobile, where traffic 
is migrating, is tough. Crack 
that and you've got it made. 


TRADITIONAL ADS 


Pricey, passive ... and taking 
a nosedive. Since 2013 
outbound ads (print, TV and 
radio, etc.) have dropped 
from 34% to 22% asa 
primary source for new leads. 
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BOOTSTRAPPING 





Just We Two 


Zach Halmstad and Chip Pearson made their first hires five years 
on—and took no outside money until year eight. Good plan. 


BY KARSTEN STRAUSS 


raintree, GitHub and Nasty Gal all 

bootstrapped as startups, batting 

away offers from outside investors 

as long as they could and follow- 

ing their own lodestars to shape 
their companies. Sophia Amoruso, founder of 
the now troubled online fashion site, lasted the 
longest—six years. 

Meh, say Zach Halmstad and Chip Pearson, 
co-CEOs of JAMF Software in Minneapolis. 
They held out 8 years for a Series A round and 
11 years for a Series B. Why? “We were growing 
at a healthy clip without investment and saw it 
more as a distraction,” says Pearson, 46. Adds 
Halmstad, 36: “We were heads down trying to 
meet people and bring them in” 

They were also smart and lucky. Smart be- 
cause from the start, 
in 2002, they focused 
on providing services 
only to Apple users, 
then a coterie of 
mostly graphic artists, 
musicians and teach- 
ers. Lucky because 
Apple’s fortunes 
began to soar with the 
iPhone, introduced in 
2007, the same year 
JAMF broke $1 mil- 
lion in revenue. “A lot 
of people we talked to 
early on always told 
us, ‘You have to do 
Windows if you ever 
want to grow,” recalls 
Halmstad. “We just 
stayed the course and 
kept putting our ef- 
forts into a platform 
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we believed in—and it’s worked out for us so far.” 
Last year JAMF earned $4.6 million on $37 
million-plus in revenue by helping IT depart- 
ments at some 4,300 organizations like Pixar, 
Salesforce, Axel Springer and Oxford University 
organize their iPhones, iPads and Mac comput- 
ers. When clients deploy devices, JAMF’s IT 
suite—a.k.a. Casper—allows tech staff to upload 
software, manage security apps and oversee 
productivity for thousands of phones, tablets and 
Macs. At $45 to $90 per device, plus an additional 
20% for maintenance with discounts at volume, 
the firm expects to hit $50 million by year’s end. 
The decision to home in on Apple products 
goes back to Halmstad’s college years in the late 
1990s. A music major at the University of Wis- 
consin at Eau Claire, Halmstad spent hours using 





Tapping into Apple’s 
tailwind: JAMF Software 
was an early adapter of 
the Mac operating system 
at a time when Apple had 


under a 3% market share. 
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BOOTSTRAPPING 





Mac-based notation software and took a job with 
the school’s IT department. When he saw all the 
tools for Windows users, “I said, ‘Hey, no reason 
we couldn’t do this on the Mac side?” 

Working with the latest OS X operating 
system, Halmstad—not a hard-core developer 
or coder—compiled tools that had long been 


teams to deliver what was needed.” 
Halmstad—the more technical of the two— 
handled service inquiries, often for hours a day. 
After customers clamored for an instruction 
manual, Halmstad wrote the 350-page docu- 
ment himself. When they asked for a certifica- 
tion course, he read “the most boring books you 


kicking around the open- could ever imagine.” 
source Unix world. He re- By 2007 JAMF was 
leased the first version of generating $1.3 million— 
Casper in the fall of 2002 but growth was slowing. 
while still at school, with oso QP ef Both men were slammed. 
help from Unix-savvy So they made their first 





friend Chris Thon. hires—in engineering, 
Pearson was head- _sott ESE sales, support and devel- 
ing up a Minneapolis IT —$—$——— opment—just in time to 
consultancy when an Geek chic: Casper lets techies manage software, catch a perfect wave: the 
employee Fold Lamia security and productivity across all Apple devices. Gincheeee ee 
look up Halmstad, who out to be Apple’s ace 


shared his Mac-only mantra. He soon signed on 
as the first Casper reseller and by mid-2003 be- 
came a partner of a two-man firm operating out 
of coffee shops and Halmstad’s Eau Claire home, 
searching for customers in a limited market. 

As for the oddball name, JAMF? It came from 
Laszlo Jamf, a character in Thomas Pynchon’s 
hallucinatory novel about V-2 rocket develop- 
ment, Gravity’s Rainbow. JAMF had no money 
to pay an attorney to file for incorporation—and 
picked a name unlikely to be contested. 

The duo hit the road for new business, visit- 
ing major U.S. cities as well as London. Says 
Halmstad: “We basically invested every penny 
we made from 2002 to 2007, mostly in travel, 
showing people our software and understanding 
what their worlds looked like so we could build 
better tools for them.” The co-CEOs printed 
business cards with multiple regional phone 
numbers—all connected to a single $20 Vonage 
phone—to create the illusion of a big company. 

“We had to learn how to make a software 
company because neither of us had worked for 
one,” says Pearson, who became JAMP’s in- 
house marketer, pumping clients for construc- 
tive criticism. He also reached out to contacts 
that connected him with folks at Apple. “I sent 
the e-mails, made the phone calls, listened to the 
customer challenges, turned those into quotes 
and statements of work and then rallied our 


product. Over the next three years JAMF’s rev- 
enue rose 670%. Then out came the iPad. 

Investors were starting to notice. Since 2008 
JAMF has received some 125 requests from 
venture firms, private equity groups, institutions 
and banks. That amuses Pearson. “When we 
started nobody would lend money or invest in 
two guys who'd never built a business,” he says. 

Four years ago the company took its first 
outside capital, $3 million from Quest Software 
(now part of Dell), to boost sales and R&D. Last 
December a $30 million round led by Summit 
Partners gave JAMF an estimated valuation of 
$225 million. Greg Goldfarb, a Summit manag- 
ing director, says his far-reaching analysis of the 
IT industry showed how he could help JAMEF: 
“We brought an outside-in perspective that 
caused them to say ‘Aha!’ about certain things.” 

Including how they expand. That big infu- 
sion sparked another 84 hires, 25% of the staff, 
across all divisions—a move that will probably 
put JAMF in the red by $200,000 for 2014, its 
first loss in five years. 

As JAMF pushes across four continents, 
control is key. Halmstad and Pearson still hold 
a combined majority of the company. And they 
have no intention of dealing with any operating 
system developed outside of Cupertino. Says 
Pearson: “It’s really tapping into the tailwind 
that Apple provides.” $k 
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lok] ‘Tt is the business of the very few to be independent: it is a privilege of 


the strong.” —FRIEDRICH NIETZSCHE 
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NEGATIVE THINKING 

| Really want to succeed in 

| business? Study your losses 
| and failures. Don’t assume 
you're good at everything: 
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| says basketball coach Bob 
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7] The doctor-turned- 
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1 DBV Technologies public. 

Its Viaskin is a patch worn 
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{ motion-sensing tablet 
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Disruptor 
Disrupted 


Billionaire Thomas Peterffy led the 
electronic trading charge until the 
flash boys zapped his profits. At 70 
he's rebuilding as a discount broker. 


BY ABRAM BROWN 


is 80-acre spread, with its 

8,000-square-foot stone 

mansion, sits behind a gate 

and a guard, off a backcoun- 

try Connecticut road whose 
out-of-numerical-order addresses confound 
outsiders. Budapest-born billionaire Thomas 
Peterffy likes seclusion; for decades this pio- 
neer of electronic trading happily kept out of 
the spotlight. 

But then high-speed traders squeezed 
the profit out of Peterffy’s own computer- 
driven marketmaking operation. And so 
at an age when many entrepreneurs step 
back, he has thrown himself into building 
a marketing-intensive discount brokerage 
business and a new public persona as 
founder, CEO and 75% owner of Interactive 
Brokers, which accounts for most of his $9 
billion net worth. 

“In the old days I used to think about the 
models, the programs and the mathematics,” 
Peterffy says in his heavy Hungarian accent. 
“And now I’m completely consumed with to fields where dairy cows once grazed. Yet He sold contraband gum 


marketing. It’s not a straightforward, logical Peterffy hardly seems relaxed. Instead, he is at a 500% markup in 
Communist Hungary, 





thing.” He sits in an armchair in the guest taking on the marketing challenge with the but Peterffy is a quant, 
house he uses as a home office, dressed in same intensity he earlier applied to math- not a huckster, at heart. 
khaki slacks and a candy-stripe Oxford shirt. | ematical models and technical hurdles. 

The room is paneled in rich African ma- He has even starred in ads for Interactive. 


hogany, with large bay windows opening on In one, as Michael Lewis’ Flash Boys floats 
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across the screen, Peterffy intones: “At Inter- 
active Brokers we do not trade against your 
stock orders. ... We build technology so you 
benefit from fragmented markets.” 
Fragmented markets? It’s almost comi- 
cal compared with fellow billionaire Charles 
Schwab’s breezy “Talk to Chuck” campaign. 


But Interactive’s target audience is a more 
specialized one: small hedge funds and trad- 
ing groups, independent financial advisors 
and active individual traders who want a 
sophisticated platform and unusually broad 
product offerings—nearly 5 million equi- 
ties, mutual funds, ETFs, options and futures 
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from 24 countries. “In terms of simple access 
to exchange-based products they’re clearly 
the leader in the brokerage world,” says 
Gabelli & Co. analyst Macrae Sykes, who, 
despite Interactive’s third-quarter earnings 
miss, still recommends the stock. It now 
trades at $26, or 29 times forward earnings, 
the same P/E as Schwab. 

By Peterfty’s figuring, only 5% of trad- 
ers who should use Interactive have so far 
signed up. His face contorts, and he lets out 
something between a scream and a wail. “It 
drives me crazy,” he says. “I’m really frustrat- 
ed that I can’t get this business going full sail 
as it should be.” 

Peterffy has always been a full-sail kind 
of guy. Even in high school he was entrepre- 
neurial, selling smuggled sticks of contra- 
band Juicy Fruit gum at a 500% markup. 

He arrived in New York at 21, a penniless 
descendant of nobles who had lost nearly 
everything under Communist rule. 

Trained as a surveyor, he got a job at an 
engineering firm and in 1966 found himself 
in front of a computer for the first time. His 
bosses had bought an Olivetti No. 1, but no 
one was able to program it. Peterffy volun- 
teered. “I couldn’t speak any English, so I 
figured the computer language might be 
easier to learn,” he says. 

A gifted programmer, he took his skills 
to Wall Street and began building trad- 
ing models for others. In 1977, having saved 
$200,000, he plunked down $36,000 for a 
seat on the American Stock Exchange and 
used the rest to start trading as an individual 
marketmaker in equity options. 

Back then trading was done by real people 
using an open-outcry system; computers 
weren’t even allowed on the Amex floor. But 
working at night Peterffy had developed his 
own algorithms (similar to the Black-Scholes 
model) to determine the best price to buy 
each particular option and then brought 
cheat sheets with him to the floor, By 1979 he 
had four traders, all working off his models. 

Finally, in 1983, Peterffy won Amex’s 
permission to equip his employees with 
handheld devices using his computer pro- 
grams. All the while he stacked his market- 
making firm, Timber Hill, with like-minded 
quants—folks like Thomas Frank, hired in 
1985, fresh from earning a Ph.D. in physics 
from MIT. (Today Frank is chief information 
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officer.) Peterffy expanded his handhelds and 
algorithm-driven trading to exchanges across 
the country. “He was a very farsighted guy, 
probably the smartest guy in the securities 
business when I knew him on the American 
Stock Exchange,” says Arthur Levitt Jr., who 
chaired Amex in the 1980s and the SEC in 
the 1990s. 

In 1993 Peterffy created Interactive Bro- 
kers as a broker-dealer to sell Timber Hill’s: 
electronic trading capabilities to the public. 
(Timber Hill is now a division of Interac- 
tive.) It seemed a logical way to leverage 
his technology investment, but Peterffy’s 
profits still came mostly from marketmaking 
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and trading. He turned down a buyout offer 
from Goldman Sachs and in 2007 sold 10% 
of Interactive’s shares in a public offering, 
pocketing $1 billion. 

Peterffy was at the top of his game. The 
exchanges had finally digitized, and Interactive 
“was way, way ahead of the curve,” says Keith 
Ross, who competed with him for two decades. 

But then the disruptor got disrupted. A 
new generation of high-frequency traders 
overtook his marketmaking operation in 
speed and efficiency, squeezing its profits. 

The brokerage unit became his cash cow. 
Between 2007 and 2013 both revenue and 
pretax profits in Interactive’s brokerage busi- 
ness nearly doubled—to $814 million and 
$391 million, respectively. (That’s out of a $12 
billion-plus market for discount brokerages.) 
Meanwhile, the marketmaker’s profits col- 
lapsed—from $331 million pretax in 2009 to 
only $72 million in 2013. The divergence 
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was even sharper in the quarter ended Sept. 
30. The brokerage earned $152 million pretax, 
while the marketmaker sank into the red, 
recording a $112 million loss due to currency 
adjustments, a trading error and a generally 
tough, competitive environment. Interactive’s 
stock, now trading at roughly its IPO price, 
has outperformed the S&P over the last three 
years, thanks to the brokerage business. 
Peterffy’s operations are headquartered in 
a nondescript redbrick office park in down- 
town Greenwich, Conn., 15 minutes from 
his estate. There traders and programmers 
silently peck away, four computer screens 
at each desk and more hanging overhead. A 
corner space resembling an air-traffic control 
room is staffed 24/6 by a dozen network en- 
gineers. This is a platform designed for active 
traders and indepen- 


dent market pros. “Advertising 
Commissions start at isso touchy- 
a rock-bottom $1 for - 

a 100-share trade and feely, S 

fall to half a penny Peterffy. “You 
a share for larger have to speak 
trades. As the table to the psyche 
(see p. 72) shows, fth 1 
competitors with flat 2 € people. 
per-trade fees can I'm not very 
endupcheaperfor good at that.” 


some purchases. 

But Peterffy 
doesn’t compete on commission prices alone. 
Customers who keep a $100,000 balance or 
rack up $10 a month in trading fees get free 
access to Interactive’s Trader Workstation 
(available through a desktop program, on 
mobile or through the company’s website). It 
offers such sophisticated tools as the Prob- 
ability Lab, where investors can model the 
future price of an option on a bell curve, and 
the Mutual Fund Replicator, which analyzes 
a fund’s portfolio and points to a similar 
low-cost ETF as a replacement. Another sell- 
ing point is cheap margin loans: Interactive 
might charge 0.96% interest on a $1.5 million 
loan, while rates at Schwab and TD Ameri- 
trade could top 6%. 

As with some other brokers, Interactive’s 








computers scan different exchanges and dark 


pools and will even split up an order to ex- 
ecute it at the best price. But Peterffy empha- 
sizes that, unlike other brokers, Interactive 
won’t sell its order flow to another firm that 
might trade against those orders. 

Gabelli’s Sykes argues Interactive’s sys- 
tems are unique enough to provide an edge. 
“I suppose their model could be replicated, 
but it would be extraordinarily difficult,” he 
says. Interactive’s broad product offerings 
and sophisticated trading systems create a 
“significant moat,” Sykes adds. 

Now instead of spending his days su- 
pervising traders and his nights designing 
programs, Peterffy is knee-deep in the muck 
of customer service, sales and marketing. 
Interactive uses Web search ads (keyed off 
“discount broker”), print and TV. After a 
disappointing experience with Madison 
Avenue it does its print work in-house. TV 
campaigns are developed by the advertising 
divisions of CNBC and Bloomberg News. 

Peterffy seems aware that his spot boast- 
ing “We build technology so you benefit 
from fragmented markets” fell a little flat. 
“Advertising is so touchy-feely,” he says. “You 
have to speak to the psyche of the people. ’m 
not very good at that.” 

Surprisingly, speaking from the heart did 
work for Peterffy during the 2012 election, 
when he released an ad in which he decried 
creeping socialism in America. It came off as 
genuine, if somewhat jejune. Peterffy says it 
even brought in a few new customers. 

At his Greenwich office Peterffy watches 
a proposed new ad. In it two good-looking 
guys are playing squash, trading volleys and 
discussing their careers while the ball careens 
around the court. One finally makes a kill shot 
and emerges the winner. Not coincidentally, 
the victor is an advisor who has just gone 
independent using Interactive’s platform. 
Peterffy isn’t sold on the existing tagline (“I’ve 
never slept easier”). “I’m thinking of changing 
it,” he says. His alternative: “No, that’s just it.” 
He laughs, realizing just how inscrutable that 
sounds. He’s still getting the hang of this mar- 


keting thing. ‘she : 
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DEFLATIONARY GAME PLAN 


LONGTIME FORBES READERS 
will recall my long-held forecast about 
deflation. My book Deflation: Why It’s 
Coming, Whether It’s Good or Bad, and 
How It Will Affect Your Investments, 
Business, and Personal Affairs was 
written in 1998. Its sequel, Deflation: 

| How to Survive and Thrive in the Com- 
ing Wave of Deflation, was published in 
1999. In both I distinguished between 
the good deflation of excess supply, 
driven by productivity-soaked new 
technologies, and the bad deflation of deficient demand. The current 
looming deflation has both elements. 

Here’s the evidence: The Fed’s favorite inflation measure was flat 
from July to August while U.S. producer prices fell 0.1% in September 
from the prior month. Japan’s producer prices dropped 0.1% in Sep- 
tember, and consumer prices fell 0.4% in France and Italy. 

Biotech, robotics, the Internet and other new technologies are 
hyping supply while slashing labor inputs. At the same time call 
centers and other services have moved to low-cost developing coun- 
tries. Ditto for the supply of manufactured goods, which are moving 
beyond China to even lower-cost Vietnam, Bangladesh and Pakistan. 
The next 800-pound gorilla is, of course, India. 
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Rising commodity prices in the early 2000s, right after China 
joined the World Trade Organization, induced vast expansion in non- 
ferrous metals, coal and iron ore investments, which are now coming 
onstream and depressing prices. Agricultural commodity prices are 
nose-diving. Fracking and horizontal drilling in the U.S. are boosting 
oil and gas output while the Saudis and other OPEC members refuse 
to cut production. So WTI crude oil prices have collapsed from $107 
per barrel in June to $80. 

On the demand side conservation is cutting U.S. energy demand. 
The ongoing deleveraging is likewise restraining U.S. real GDP 
growth to a subpar 2% rate despite earlier massive fiscal and 
monetary stimuli. Central banks are proving the validity of the 
Keynesian liquidity trap, and they push on strings in vain. 
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The euro zone is about to enter its third 
recession since 2007 as export markets 
atrophy. Japan hopes to escape from two 
decades of deflationary depression with 
massive quantitative easing and fiscal stim- 
uli, but just raised the sales tax rate from 5% 
to 8%. Growth in China slides along with 
critical exports because of weak demand in 
Europe and North America, while the hous- 
ing boom fizzles. 

Deflation is also being fed by strong cur- 
rencies that reduce import prices and force 
domestic competitors to follow suit. So the 
Abe government in Japan and Draghi’s Eu- 
ropean Central Bank are both trying to trash 
their currencies. 

Deflation also pushes up the real cost of 
debts, discouraging borrowing and encourag- 
ing bankruptcies. In addition, it inhibits mon- 
etary policy, since even zero-interest rates 
are positive in real terms. All major central 
banks have 2% inflation targets, not because 
they love inflation but as cushions against de- 
flation. But in the euro zone the CPI rose just 
0.3% in September, year over year. 

The U.S. dollar is not only climbing 
against the euro and the yen but also versus 
the commodity currencies—the Canadian, 
Australian and New Zealand dollars. With 
weak domestic economies, all those coun- 
tries want falling currencies to spur their 
exports. No country wins the competitive 
devaluation game. 

They’re all, in effect, devaluing versus the 
US. dollar, which, as the key international 
currency, can’t join the parade. In 1981, when 
the 30-year Treasury yielded 15.21%, I wrote, 
“We’re entering the bond rally of a lifetime.” 
Since then the zero-coupon Treasury bonds 
have risen six times more than the S&P 500’s 
total return. The 30-year Treasury yield is 
now around 3%, but I see further apprecia- 
tion in a slow-growth and deflationary world 
where Treasurys as well as the dollar are the 
ultimate safe havens. @ 
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DUBAI: 


ON THE FAST TRACK 








irtually any way you look at 

things in Dubai, business is on 

the move. From the increase 

in traffic on the arterial Sheikh 
Zayed Road to the steady stream of 
companies setting up shop in the emir- 
ate to the 5% annual population growth 
forecast by the Dubai Statistics Centre, 
business is booming. 

Macroeconomic figures tell the same 
story, with real GDP accelerating from 
4.6% in 2013 to a forecast of 5.5% this 
year, according to the International Mon- 
etary Fund (IMF). Citi, meanwhile, fore- 
casts growth to exceed 6%, boosted by 
construction and real estate, alongside 
the traditional pillars of the Dubai econ- 
omy: trade, transport, tourism and finan- 
cial services. Perhaps the best news of 
all is that the IMF expects Dubai to sus- 
tain this same level of growth through 
2020, when Dubai hosts the World Expo 
and growth is projected to hit 8%. 

Other indicators of business activity 
include a record surge in the number 
of companies joining the Dubai Cham- 
ber, whose members now top 160,000, 
making it one of the largest chambers 
of commerce in the world. The Dubai 
Financial Market general index more 
than doubled last year and is up 50% 
so far this year. 

All this is, unsurprisingly, driving con- 
sumer and business optimism, with 
2014 confidence levels much higher 
than a year earlier, as measured by the 
Dubai Department of Economic Devel- 
opment. But it’s not just locals who are 
optimistic about the emirate’s economic 
future; the Dubai Financial Market has 
seen a strong net inflow of foreign capi- 
tal this year, valued at US$817 million as 
of September, according to the official 
UAE news agency, WAM. This reflects 
international investor confidence in the 
way things are moving in Dubai. 

The emirate’s maturing status and 
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Burj Khalifa, the tallest building in the world 


solid position as the region’s undisputed 
hub for business, trade, financial ser- 
vices, tourism, leisure and shopping are 
also fueling this upward trend. In fact, 
Dubai is second only to London in the 
number of global retailers operating in 
the emirate, according to CBRE, and is 
among the top five second-home loca- 
tions for the world’s millionaires, accord- 
ing to research firm New World Wealth. 

PwC included Dubai in its 2014 global 
“Cities of Opportunity” report, ranking 
it 16th overall, first in terms of airport 
access to central business districts and 
the lowest taxes, and fourth for low- 
est crime rates and highest FDI. The 
report highlights “the remarkable prog- 
ress Dubai has seen over the last few 
years, in its efforts to position itself as 
a global gateway and an easy place to 
do business.” 

Meanwhile, Dubai International Airport 
is one of the world’s two busiest airports 
for international air traffic, according to 
Airport Council International (ACI). ACI 
says it is the world’s second busiest for 
international cargo, while Dubai’s Jebel 
Ali Port is among the world’s 10 busiest 
by container volume, according to the 
World Shipping Council. 

Dubai’s status as a pro-business loca- 
tion has risen steadily over the past three 
years. Today the UAE is ranked 11th 
globally in the 2014 A.T. Kearney Foreign 
Direct Investment Confidence Index. 
The UAE also ranks as the 12th-most- 
competitive nation globally, according 
to the World Economic Forum, and is a 
top-25 country in the World Bank’s Ease 
of Doing Business ranking. 

Solid GDP growth, world-class infra- 
structure, and a strong business and 
investment environment ensure that 
Dubai continues to be the leading hub 
for business, trade and finance in the 
Middle East, North Africa and South 
Asia region. 
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DUBAI CHAMBER: 
PUTTING DUBAI AT THE 
HEART OF GLOBAL 


BUSINESS 


ubai’s place at the heart of 
international business, trade, 
finance and tourism is well 
documented, but the method 
by which the city is developing these 
links is itself a fascinating tale. One of 
the most important and effective organi- 
zations working on the ground to deepen 
these global networks is the Dubai 
Chamber of Commerce and Industry. 

Established in 1965, the Dubai Cham- 
ber operates as a promotion agency, a 
welcome wagon for new businesses, a 
facilitator of trade and investment, and a 
provider of countless tools and services 
to help Dubai-based companies grow. 

“Our priorities are to continue expand- 
ing into new growth markets, with Africa 
as a key focus; to improve the com- 
petitiveness of Dubai businesses in the 
global business arena; and to support 
the emirate’s economic growth,” says 
Hamad Buamim, president and CEO of 
the Dubai Chamber and a graduate of the 
University of Southern California. 

One of the Chamber’s key initiatives is 
its network of overseas branch offices 
that it seeks to increase from three 
to 20 over the next five years. These 
offices “help Dubai businesses explore 
the untapped potential of these coun- 
tries and their surrounding regions,” 
Buamim says. 

The Chamber currently has offices in 
Azerbaijan, Ethiopia and Iraq’s Kurd- 
istan Region; this year, as part of an 
effort to build stronger ties with the 
African continent, it is focused on add- 
ing offices in Ghana and Mozambique. 
Branches in China and India—currently 
two of Dubai’s top trading partners— 
also have been “earmarked,” according 
to Buamim. 


Dubai’s Global Reach 

The Chamber actively pursues business 
opportunities abroad, having attended 
41 trade events across 25 countries in 
the first six months of 2014 alone. During 
the same period, it hosted 102 visiting 
international trade delegations to Dubai, 
up nearly 14% over the same period a 
year earlier. 

These numbers “reflect the desire of 
foreign companies to set up bases in 
Dubai and expand their global business 
activities through their Dubai location,” 
says Buamim. 

As Buamim points out, this “modern 
and cosmopolitan” city of more than 
200 nationalities “working and living in 
harmony” offers tax-free income, free 
movement of capital and profit, and 
well-developed infrastructure, logis- 
tics and financial services, “all of which 
makes it a competitive place to do busi- 
ness.” In support of these assertions, 
various independent sources, including 
the World Bank and the World Economic 
Forum, give the UAE high marks for its 
safety, air connectivity and business- 
friendly, pro-trade environment. 





HE HAMAD BUAMIM 
President and CEO of Dubai Chamber 


Excitement Building Over World 
Expo 2020 

Currently, there is much buzz locally 
and among the international commu- 
nity surrounding Dubai’s hosting of the 
six-month World Expo 2020. And it’s 
no surprise: According to Buamim and 
the Chamber, Expo 2020 will generate 
275,000 new jobs, attract 25 million visi- 
tors to the emirate, and add US$23 billion 
to the Dubai economy. 

In addition, he says, the Expo has 
already helped “boost business and 
consumer confidence, which presently 
is very high. We think this optimism will 
continue this year and beyond, right up 
to the actual event.” a 
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DUBAI BUSINESS EVENTS: 


GROWING DUBAI'S ROLE AS A GLOBAL 
ENTREPOT FOR KNOWLEDGE EXCHANGE 


t is no overstatement to say that 

Dubai dominates the region’s busi- 

ness events industry. According to 

Steen Jakobsen, director of Dubai 
Business Events - the Official Conven- 
tion Bureau (DBE), a division of the 
Department of Tourism and Commerce 
Marketing (DTCM), Dubai is the leading 
city for Middle Eastern business events, 
and hosts half of all exhibitions held in 
the six countries of the Gulf Cooperation 
Council (GCC). 

In 2012, Dubai welcomed 900,000 
business event travelers out of a total 
2.3 million business travelers, according 
to DBE. Jakobsen says his organization 
is looking to grow the overall number of 
business travelers to 3.5 million by 2020 
as part of a broader strategy to double 
the total number of inbound travelers to 
20 million between 2012 and 2020. 


A Hub for Human Capital 

Dubai has made the meetings, incen- 
tives, conventions and exhibitions 
(MICE) industry a priority area within its 
bigger economic development approach 
for several key reasons, Jakobsen says: 
“Business travelers have a higher spend 
across the board than tourists,” contrib- 
uting 4% to Dubai’s overall GDP. He also 
emphasizes that “today’s business trav- 
eler is tomorrow’s leisure tourist.” Finally, 
Jakobsen believes that “business events 
are facilitators of a knowledge economy 
and position Dubai as a global hub for 
knowledge exchange.” 

The DBE’s core areas of focus—a 
direct reflection of the emirate’s central 
economic pillars—are healthcare, finan- 
cial services, information technology, 
trade and logistics. “Hosting related 
business events helps grow these fields 
even further by reinforcing Dubai’s repu- 
tation as a city with a deep pool of human 
talent,” he says. 


For example, Sibos, an 
annual event organized by 
SWIFT (Society for World- 
wide Interbank Financial 
Telecommunication) for 
the global financial indus- 
try, was held in Dubai in 
2013 and brought 7,000 
professionals to the city. 
Upcoming global events 
include the International 
Society of Blood Transfu- 
sion Congress 2016 and the Society of 
Petroleum Engineers Annual Technical 
Conference 2016. 

To grow MICE travel into Dubai, DBE 
is working across several tracks. These 
include conventional efforts such as 
professional familiarization trips within 
Dubai, international promotional tours, 
and leveraging the newly developed 
Dubai brand that is “based on the 
proposition that Dubai is a city that 
‘makes the remarkable happen,” says 
Jakobsen. 


A Home for Trade Associations 
Other less-conventional approaches 





STEEN JAKOBSEN 
Director of Dubai Business Events 
- the Official Convention Bureau 
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A unique blend of tradition and modernity has helped Dubai 
establish itself as a premier events destination. 


include developing original conferences 
in Dubai that fill gaps in the regional mar- 
ket, such as Arabian Travel Mart and 
Gulfood. Even more strategic is the cre- 
ation of the Dubai Association Centre in 
cooperation with the Dubai World Trade 
Centre and the Dubai Chamber of Com- 
merce and Industry. 

The center, which licenses nonprofit 
professional and trade associations, 
seeks to promote Dubai as an attractive 
location for international associations 
to establish regional headquarters, just 
as multinationals have done. “This will 
help drive the next stage in the emir- 
ate’s development as a knowledge hub 
and a center for the meetings industry,” 
Jakobsen explains. 

All of these efforts are built upon the 
city’s attractive “hardware,” the term 
Jakobsen uses to refer to Dubai’s hav- 
ing the world’s second-busiest airport 
for international travel and its connection 
to 260 destinations; nearly 89,000 hotel 
rooms, a number set to increase by 25% 
by 2016; 5,300 restaurants; a high level of 
safety; and a “high-quality product that 
provides value for the money.” 

Jakobsen also touts Dubai’s “soft- 
ware,” by which he means the city’s 
high level of service excellence, strong 
government support, and knowledge- 
able industry of MICE experts, planners 
and organizers. 8 






Valais = 
INFRASTRUCTURE 
MEETS 
INNOVATION 


The regional commercial hub and gateway between East 
and West, Dubai is a city built on innovation and infused 
with opportunities. The city’s diverse knowledge base 
and community of trained professionals makes Dubai 
the ideal location for association conferences, corporate 
meetings and incentive events. Direct access from over 
260 destinations worldwide, an array of venues, 

over 85,000 hotel rooms in all categories and 
numerous exciting activities in and around Dubai, 
make this city the most remarkable destination 

for successful business events. 
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DUBAI INTERNATIONAL 


FINANCIAL CENTRE: 
GLOBAL GATEWAY TO THE MEASA REGION 


t’s hard to imagine, but as late as 

2003, there was no world-class finan- 

cial center located within the Middle 

East, Africa and South Asia (MEASA) 
region, a vast expanse whose combined 
GDP is valued at US$7.17 trillion, accord- 
ing to the IMF. 

In 2004, that situation changed with the 
launch of the Dubai International Finan- 
cial Centre (DIFC). Located in Dubai, 
in the UAE, DIFC gave financial firms a 
regional base from which to serve their 
clients. They no longer had to fly in from 
London, Singapore or beyond. This is 
a big benefit, especially in the MEASA 


region, where face-to-face meetings are — 


particularly important. 

The DIFC jurisdiction has an inde- 
pendent regulator and common-law 
court system, both of which implement 
best practices on par with the world’s 
most respected jurisdictions. This gives 
banks, investors and companies a famil- 
iar, recognizable and reliable legal and 
regulatory environment, explains Essa 
Abdulfattah Kazim, governor of the DIFC. 

DIFC’s two U.S.-dollar-denominated 
financial exchanges—NASDAQ Dubai 
and the Dubai Mercantile Exchange 
Limited—provide a window for interna- 
tional firms to access regional liquidity 
and give regional firms local access to 
global liquidity, says Kazim, who also is 
chairman of Borse Dubai, the holding 
company for the onshore Dubai Financial 
Market and NASDAQ Dubai. 

Kazim adds that DIFC’s beautiful, well- 
built district is equally important, as it 
offers the high-quality offices, commu- 
nication technology and lifestyle that are 
attractive to global bankers. DIFC also 
provides financial professionals with 
an established Dubai lifestyle, which 
includes excellent air connectivity, a 


wide variety of housing, great schools, 
internationally accredited hospitals and 
all the leisure benefits available in a 
world-famous vacation destination. 


Expansion Even During the 
Global Economic Crisis 

In the 10 years since the center opened, 
it’s clear that DIFC has met the needs of 
a lot of firms. The number of registered 
companies grew from 19 in 2004 to 779 
by 2008, when the global financial cri- 
sis began. DIFC even continued to grow 
between 2009 and 2011, albeit more 
slowly. And since then, the pace has 
picked up again, reaching solid double- 
digit levels that are some of the best the 
center has ever seen, Kazim says. 

The stable numbers during the crisis 
and quick pickup afterward “gave us 
confidence and assurance that DIFC is 
a healthy and valid proposition,” he says. 
“We saw a confidence among the DIFC 
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H.E. ESSA KAZIM 
Governor of Dubai International Financial Centre 


community that things would recover 
in the region and that growth would 
come again.” 

By mid-2014, the center had 1,113 
active companies and more than 16,500 
people working in the district. Com- 
panies operate across seven sectors: 
banking, capital markets, wealth man- 
agement, insurance and reinsurance, 
professional services, management 
offices and Islamic finance. On an annu- 
alized basis, the January-June numbers 
indicate a 15% increase in the number 
of registered firms and a 12% increase 
in the number of workers, Kazim says. 

Looking ahead, the DIFC governor 
says the center is looking to double its 
size by 2018 from its 2011 level, meaning 
approximately 1,700 firms and more than 
20,000 employees. With DIFC-owned 
office space at 100% occupancy, this 
growth will include completing the DIFC 
master plan, adding a handful of new 
buildings as well as lifestyle amenities 
that include a two-level open-air and air- 
conditioned retail, restaurant and leisure 
promenade running through the district. 


Looking Ahead to the Next 
Decade 

During its early years, the mission of 
DIFC was to serve as a gateway for 
capital and financial services between 
East and West. Its central Gate Build- 
ing—which has come to symbolize the 
Arab world’s banking and finance sec- 
tor—was the physical embodiment of 
this metaphor. 

Over the years, this mandate and vision 
have been complemented by a strategic 
focus on supporting the banking, finance 
and insurance needs of the fast-growing 
South-South economy, Kazim says. At 
the heart of this economic activity will 


pe eee 


DIFC Gate Building 


be Chinese, Indian and other East and 
Central Asian investment and trade to 
and from Africa and the Middle East. 

“DIFC’s proposition is to connect the 
liquidity and financial flows between 
economies and markets of East Asia 
and those of the Middle East and Africa,” 
says Kazim. He points to the Agricultural 
Bank of China, which in September 
listed a US$163 million bond on NAS- 
DAQ Dubai, the first bond listing in the 
Middle East by a Chinese issuer, and 
the announcement the same month that 
Hong Kong will list a US$1 billion Shari’a- 
compliant bond, or sukuk, also on NAS- 
DAQ Dubai. This will be the world’s first 
U.S.-dollar-denominated sukuk issued 
by a government. 

These Chinese bonds reflect the broad- 
based momentum in the US$4.7 trillion 
South-South trade, whose share of total 
world exports has doubled over the last 
20 years to more than one-quarter of the 
total, according to the U.N. Conference 
on Trade and Development. Total for- 
eign investment into Africa, both direct 


and portfolio, is expected to exceed 
US$80 billion in 2014, the largest ever 
recorded for the continent, according 
to the African Economic Outlook, a joint 
research initiative of the African Develop- 
ment Bank, the United Nations and the 
Organization for Economic Cooperation 
and Development. 

Kazim points to strong growth across 
the MEASA region that is served by DIFC. 
The IMF anticipates real GDP growth of 
approximately 5.5% across the entire 
MEASA region, with some African coun- 
tries expected to grow nearly 7% and India 
expected to grow nearly 6.5% in 2015. 

Strong oil prices, above $100 a barrel 
on average for the past several years, 
“are providing a strong engine of wealth 
creation in the region,” says Kazim, 
“while regional governments in the GCC 
and beyond are applying this wealth to 
investments in infrastructure, utilities, 
railway, housing and transportation.” 

In fact, private wealth across the Mid- 
dle East and Africa is expected to reach 
US$7.2 trillion by 2018, while nearly 
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US$4 trillion worth of construction con- 
tracts are planned or under way across 
the Middle East and North Africa region, 
according to Citi Research. “The banks 
operating in DIFC are looking for big- 
ticket items that the region is providing 
because the enormous size of some of 
these projects is beyond the capacity of 
local financial institutions alone.” 


Ten-Year Track Record 

DIFC has built a physical, regulatory and 
legal infrastructure and a critical mass 
of talent and financial firms operating 
in the center. But DIFC has built some- 
thing else, and that’s a track record, 
Kazim says. 

“Even if you start today to create 
something similar to DIFC, you need 
that 10-year track record to build trust 
and confidence—to test the system and 
see that the regulator has been active 
and responsive, and that the court has 
taken major decisions,” he says. “That’s 
something that’s unique to DIFC in 


this region.” a 
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DUBAI: FULL SPEED AHEAD 





Dubai Creek 


ven as Dubai works to execute 

today’s projects, it is always 

looking toward the future, and 

there are two key goals that rep- 
resent its ambitions. 

The World Expo 2020 is a six-month 
event that Dubai will host beginning 
in October 2020. The Expo will create 
275,000 new jobs, attract 25 million visi- 
tors and add US$23 billion to Dubai’s 
economy, according to the Dubai Cham- 
ber of Commerce and Industry. 

Additionally, the government expects 
the event to help drive total trade in 
Dubai to more than US$1.09 trillion by 
2020—double what it was in 2013. Dubai 
is expected to spend US$7.1 billion on 
infrastructure for the Expo, according 
to HSBC. Infrastructure consultancy 
Arcadis has ranked the UAE as the third- 
most-attractive global market for infra- 
structure investment. 

Dubai also aims to become the global 
hub of the Islamic economy, which a 
2013 Thomson Reuters report estimated 
will be worth US$2.47 trillion by 2018. To 
achieve this, Dubai is running countless 
initiatives across seven pillars. These 
include the Dubai Global Sukuk Center, 
which seeks to position Dubai as the 
leading destination for sukuk, or Islamic 


bonds. NASDAQ Dubai already is the 
third-largest exchange in the world by 
value for listed sukuk. 

In food manufacturing, Dubai looks 
to become a major participant in the 
production, supply, certification and 
standards for products compliant with 
Islamic law. It also plans to expand the 
emirate’s offerings as a destination for 
Islamic-compliant and family-friendly 
tourism. In addition, Dubai seeks to 
become a vibrant home for Islamic arts 
and design, Islamic learning, and Islamic 
digital and online entrepreneurship. 

Beyond these two mileposts, there are 
many other ambitious targets, such as 
achieving 20 million visitors a year by 
2020, including 500,000 medical tour- 
ists and 3.5 million business visitors. 

The Dubai International Financial Cen- 
tre seeks to double its size from 2011 
levels by 2018, while over the next five 
years, the Dubai Chamber of Commerce 
and Industry plans to expand its network 
of overseas offices from three to 20. 

This tendency for Dubai and its lead- 
ers to look forward is longstanding. It 
was the case when Sheikh Maktoum bin 
Hasher Al Maktoum—the great grandfa- 
ther of Dubai’s current ruler—abolished 
commercial taxes early in the last cen- 


tury to establish Dubai as the leading 
commercial port along the coast. It was 
the case when Sheikh Rashid bin Saeed 
Al Maktoum—the father of Dubai’s cur- 
rent ruler—dredged Dubai Creek in the 
1950s to make it a more attractive port 
for regional trading vessels. It remains 
the case with Sheikh Mohammed bin 
Rashid Al Maktoum, the current ruler of 
Dubai and UAE prime minister, who has 
overseen tremendous growth in Dubai, 
with the population nearly doubling to 2.3 
million over the past decade. 

Looking at the many objectives cur- 
rently defining Dubai’s trajectory, the 
emirate looks set to continue its steady 
march into the future. a 
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FUNDAMENTALS TRUMP FEARS 


MY CONTRARIAN instincts are 
kicking in again. When the crowd is 
extremely bullish I get nervous, and 
when bearishness spreads, my opti- 
mism rises. The market always climbs 
a wall of worry, and I see the bricks 
falling into place. There are any num- 
ber of well-publicized fears people are 
using to explain their market worries: 
the Ebola virus, ISIS, China’s slow- 
down, an impending European reces- 
sion, rising interest rates and many 
more. Professional investors quickly turn negative and have jumped 
from bullish to bearish. I don’t invest based on worries. For me, stock 
prices depend on valuations and fundamentals. 

Right now stocks are inexpensive. The forward price/earnings 
ratio of the S&P 500 index currently stands a little over 15 times ex- 
pected earnings. Depending on the calculation you use, the long-term 
average P/E ratio is somewhere between 15 and 19, so stocks are at the 
lower end of their normal range. Plus, interest rates remain near zero, 
and this would justify a higher P/E. As Warren Buffett recently noted 
on CNBC, asset values are “a function of interest rates ... [which] 
are like gravity. If interest rates were 10%, all of our stocks would be 
worth less. With interest rates near 0%, all assets were worth more.” 





THE MANAGEMENT TEAMS THAT 





I TALK TO ARE OPTIMISTIC* 


The reason is pretty intuitive: If you can lock in a 10% return with 
U.S. bonds, you would be more likely to forgo the uncertain future 
returns from stocks. With interest rates at 0%, of course you’d much 
rather go with stocks. 

Stock market fundamentals remain strong. While fears abound 
over what may happen abroad, people correctly see the United States 
as an island of relative financial health. U.S. numbers are very solid— 
from employment to corporate earnings to inflation and consumer 
confidence. Just as they did in 2011, when it was a good time to 
buy stocks, commodity prices have fallen considerably. Cheaper oil 
should be a boon to the U.S. economy. 

Most importantly for me, the management teams that I talk to 
daily are confident, optimistic and think we’re in the fourth or fifth 
inning of the expansion. With half a game to go, I think it’s a good 





JOHN W. ROGERS JR. IS FOUNDER AND CHIEF INVESTMENT OFFICER OF CHICAGO-BASED ARIEL 
INVESTMENTS. FOR MORE INFORMATION VISIT WWW.ARIELINVESTMENTS.COM. 


time to look around for companies whose 
stocks have fallen rather sharply even though 
long-term fundamentals have not deterio- 
rated materially. 

The shares of industrial sand producer 
U.S. SILICA HOLDINGS (SLCA, 43) have dropped 
from more than $70 in September to $43. 
U.S. Silica’s products are important to natu- 
ral resource production, namely hydraulic 
fracturing, or “fracking.” As oil prices have 
plummeted from more than $100 this sum- 
mer to about $80 now, many believe energy 
exploration and production will be cut in 
2015. Surely it could be, but longer term if oil 
prices recover or even stabilize, there should 
be fairly limited impact on U.S. Silica. The 
stock trades for less than 12 times forward 
earnings. 

Alternative asset manager KKR & CO. (KKR, 21) 
traded at more than $25 in July but is down 
15% from that peak. Asset managers tend to 
track short-term market moves. KKR holds a 
large amount of public and private equity on 
its balance sheet, and Wall Street believes the 
private equity business model will be chal- 
lenged in a rising interest rate environment. 
Despite all of this, KKR remains one of the 
most important players in private equity, an 
asset class I think is more likely to grow grad- 
ually than to fade away. KKR stock trades at 8 
times expected 2015 earnings. 

Finally, there is media company GANNETT 
(GCI, 31). Shares tumbled more than 20% 
from August through mid-October and have 
begun to bounce back toward previous highs 
near $35. The notion that media companies 
are fighting a losing battle is old news, and 
whenever there’s a whiff of worry or hand- 
wringing over advertising spending, Gannett 
and its peers feel the pain. In 2015 Gannett 
will spin off its print publishing business to 
focus on broadcasting and digital media enti- 
ties like CareerBuilder and Cars.com. Gan- 
nett trades for less than 13 times expected 
earnings. @ 
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WILLIAM BALDWIN // INVESTMENT STRATEGIES 








BOND BUYER'S SURVIVAL GUIDE 


IF YOU HAVE an investment ac- 
count of any size you have probably 
heard from the broker about buying 
individual bonds. 

“Our high-yield team is very high 
on the Offshore Acquisition Corp. 
Sinking Fund Floaters,” the breezy 
phone call begins. “They’re a bit 
underwater, but they were recently 
upgraded by Moody’s to Caa.... No? 
Well, since you are in a high tax brack- 
et you should take a look at the new 
tax-exempts coming out of East St. Louis. We’re very excited about 
the Sewage Enhancement Pay in Kind 2s of 2054” 

The problem with buying bonds one at a time is that you need 
$100,000 trades to have any chance of getting a decent price and you 
need 50 issues to diversify your credit risk. If you are investing $5 mil- 
lion and can devote 40 hours a week to reading indenture statements, 
maybe buy some bonds. If not, you really should be in a bond fund. 

A bond do-it-yourselfer could end up dodging the small manage- 
ment fee on an index fund only to confront large trading costs. That 
irresistible sewer issue you picked up at 98 cents on the dollar may 
fetch a mere 96.5 on a resale. The broker has to cover his Lexus pay- 
ments somehow. 
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DUMB PEOPLE OWN BONDS 





Perhaps you plan to keep trading costs down by holding bonds to 
maturity. You might succeed at that. You might not. 

What if you have an unexpected need for cash? What if interest 
rates go up and you want to do a tax-loss swap? In a swap you get out 
of a losing position and get right back into a similar one. Swaps of no- 
load bond funds are costless. Swaps of individual bonds can be very 
expensive. 

My rule against individual bonds has an exception for Treasurys. 


Credit risk is not relevant, so you don’t need to own 50 of these things. 


The transaction cost is zero at the Treasury auctions and very low 
in the secondary market. Fidelity’s website was recently displaying 
a ten-year Treasury with a bid of 102.015 and an ask of 102.094. On 
$100,000 of principal, you’d give up only $79 for a round-trip trade. 





GO TO FORBES.COM/SITES/BALDWIN FOR MORE ON TAX-WISE INVESTING STRATEGIES. 


86 | FORBES NOVEMBER 24, 2014 


When you have had your fill of Treasury 
paper, consider these exchange-traded and 
mutual funds: 

Long bonds. The ISHARES IBOXX $ INVESTMENT 
GRADE CORPORATE BOND ETF (LQD, 120) is very liq- 
uid, with a bid/ask spread near 0.01%; the ex- 
pense ratio is 0.15%. The VANGUARD LONG-TERM 
BOND INDEX ETF (BLY, 92) has lower credit risk, 
since it’s half Treasurys, but higher rate risk, 
since its bonds have longer maturities. The 
Vanguard product has a 0.05% trading spread 
but a lower annual expense at 0.1%. 

Junk bonds. I don’t like the category be- 
cause yields, at the moment, are too meager to 
compensate for the considerable risk of losing 
principal. When conditions improve, skip 
the somewhat costly ETFs and buy a no-load 
mutual fund. The VANGUARD HIGH-YIELD CORPORATE 
FUND (VWALX) has an expense ratio of 0.13% for 
investors putting in at least $50,000. 

Municipal bonds. All the ETFs have un- 
pleasant bid/ask spreads or high expense 
ratios. Get a no-load from Vanguard. Your 
annual expenses will be 0.12% if you put in at 
least $50,000. 

Diversified taxable bonds. Vanguard and 
Schwab offer cheap ETFs containing a mix 
of Treasurys and corporates across a wide 
range of maturities. SCHWAB U.S. AGGREGATE BOND 
INDEX (SCHZ, 52) sports a typical bid/ask spread 
of 0.06% and 0.06% in annual expenses. vAN- 
GUARD TOTAL BOND MARKET (BND, 83) has a 0.01% 
spread and a 0.08% expense ratio. 

Strips. These are Treasury bond fragments 
that have only one payment, at maturity. 
They should be easy to trade. But there is a 
long-standing tradition in the zero-coupon 
market calling for investors to be gouged, 
and it continues here, with bid/ask spreads 
up to 2%. 

You can diminish the damage by owning a 
Vanguard fund. Its EXTENDED DURATION TREASURY 
ETF (EDV, 115) has a duration of 25 years, ex- 
penses of 0.12% and a trading spread that fluc- 
tuates between 0.2% and 0.4%. 
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Read the story behind our performance. 
100% of T. Rowe Price Retirement Funds beat their 10-year Lipper average as of 9/30/14* 





T. Rowe Price Retirement Funds are 
low cost, so your investment goes further. 


How our long-term view drives value beyond short-term noise. 


A major automaker’s credit rating had been downgraded to junk status. The rating agencies 
may have seen nothing but heightened risk, but our analysts’ long-term familiarity with the 
company let us see beyond the market noise to improved operations and profitability. We 
spotted the value and invested early, before the auto company’s ratings were upgraded. At 

T. Rowe Price, we’re committed to conducting our own thorough and timely analysis, rather 
than relying on the credit rating agencies alone. It’s just one reason 100% of our Retirement 
Funds beat their Lipper average for the 10-year period ended 9/30/14.* Past performance cannot 
guarantee future results. 


Visit our website to learn more about our funds and determine whether they are right for you. 





T.RowePrice 


troweprice.com/retirementfunds | 1.866.709.4196 INVEST WITH CONFIDENCE , : 


Request a prospectus or summary prospectus; each includes investment objectives, risks, fees, expenses, and 
other information that you should read and consider carefully before investing. 

The principal value of the Retirement Funds is not guaranteed at any time, including at or after the target date, which is the approximate 
year an investor plans to retire (assumed to be age 65) and likely stop making new investments in the fund. If an investor plans to retire 
significantly earlier or later than age 65, the funds may not be an appropriate investment even if the investor is retiring on or near the target 
date. The funds’ allocations among a broad range of underlying T. Rowe Price stock and bond funds will change over time. The funds 
emphasize potential capital appreciation during the early phases of retirement asset accumulation, balance the need for appreciation with 
the need for income as retirement approaches, and focus on supporting an income stream over a long-term postretirement withdrawal 
horizon. The funds are not designed ee a lump-sum redemption at the target date and do not guarantee a particular level of income. The 
funds maintain a substantial allocation to equities both prior to and after the target date, which can result in greater volatility over shorter 
time horizons. “Based on cumulative total return, 12 of, 12 of 12, 12 of 12, 9 of 9, and 2 of 3 (67%) of the Retirement Funds for individual investors outperformed their Lipper average for 
the 1-, 3-, 5-, and 10-year and since-inception periods ended 9/30/14, respectively. The Retirement 2010, 2020, 2030, 2040, and Income Funds began operations on 9/30/02; the 2005, 2015, 
9025, and 2035 Funds began operations on 2/29/04; the 2045 Fund began operations on 5/31/05; and the 2050 and 2055 Funds began operations on 12/31/06. (Source for data: Lipper Inc.) 


T, Rowe Price Investment Services, Inc., Distributor. RDFA082536 
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An early 

Andy Warhol silk 
screen painting 
and a 1/th- 
century Chinese 
continuous yoke 
back chair in the 
foyer of billlonaire 
bond king Jettrey 
Gundlachs Los 
Angeles-area 
mansion. 
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The master of his dom ' : DoubleLine founder Jeffrey 
Gundlach relaxes amon ms Warhols in Los Angeles. 
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BILL GROSS’ SPECTACULAR FALL FROM 
THE TOP OF THE BOND MARKET HAS PUT 
TENS OF BILLIONS IN PLAY AT A TIME WHEN 
MINUSCULE YIELDS DEMAND A FIXED- 
INCOME SUPERSTAR. A BRILLIANT, BATTLE- 
SCARRED BILLIONAIRE, JEFFREY GUNDLACH, 
STANDS READY TO BE CORONATED. 


BY MATT SCHIFRIN 


ond manager Jeffrey Gundlach is wearing 
a white T-shirt, faded blue jeans and worn 
leather boat shoes as he traipses about the 
blooming morning glories in his perfectly 
landscaped backyard, perched high above 
a canyon overlooking the deep blue Pacific 
Ocean. It’s the middle of the afternoon 

on a work Monday in October; European 
bank stocks are tumbling; oil prices are 
down 25% since June; and against the backdrop of an anemic 
economy and 2.25% ten-year Treasury, the Federal Open Mar- 
ket Committee is about to make an important announcement. 
These are unsettling times in the financial markets, but for 
Gundlach it’s a picture-perfect autumn day in southern Cali- 
fornia, and he is living in paradise. 

What’s next for the Fed? Gundlach would much rather 
discuss the iconic framed “Lemon Marilyn,’ by Andy War- 
hol, above his mantel or how his “Progressions,” by minimal- 
ist Donald Judd, in the hallway is governed by the Fibonacci 
sequence. “It is negative and positive space governed by arule 
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POWERFUL PEOPLE — JEFFREY GUNDLACH 





that happens to describe the shape 

of the solar system, which is exactly 
the opposite of what was popular in 
the ’50s, all this emotional stuff,’ he 
says, pointing to his de Kooning. A 
few moments later he is explaining to 
a visitor that the geometry of the lot 
on which his new 13,000-square-foot, 
$16 million Tuscan mansion sits was 
designed to be in perfect harmony 
with the canyon cliff side it mirrors. 

It is a paradise, but importantly 
Gundlach is finally feeling at ease 
because his new sanctuary is well 
fortified. Anyone wanting to get close 
to him or his prize paintings must 
breach the 8-foot wall surround- 
ing his suburban residence or face 
the scrutiny of an armed naval vet at 
his front gate who asks visitors for a 
picture ID. Gundlach makes a point 
to show off one of the 50 concrete 
foundation caissons supporting his 
property. Each measures 3 feet in di- 
ameter and extends down as much as 
75 feet through the porous desert soil 
into California bedrock. 

After 30 years of staring into the 
black-and-green abyss of a Bloomberg 
terminal managing bond portfolios, 
Gundlach is making a statement with 
his magnificent new residence, one 
that underscores his ascendance 
in the business. Casa Gundlach is 
unlikely to succumb to the sudden 
mudslides known to take down other 
California palaces in places like Mill 
Valley or Malibu. And with a stel- 
lar performance record, $60 billion 
in assets under management and a 
killer contemporary art collection 
accumulated over the last decade, Jef- 
frey Gundlach has finally joined the 
billionaires club. More importantly, 
Los Angeles-based DoubleLine Capi- 
tal, the house that Gundlach built in 
under five years, couldn’t be on better 
footing. 

Just about a month earlier Bill 
Gross of Pacific Investment Man- 
agement Co., the reigning master of 
the bond universe for two decades, 
requested an audience with Gundlach. 
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In ascene that can only be described 
as Shakespearean, the incumbent 
bond king drove an hour up the 405 
Freeway in the middle of the after- 
noon to Gundlach’s new castle to 
more or less grovel at his feet. Gross 
was certain PIMCO’s German owners 
were about to fire him, and he was 
asking his nemesis for a job—a port- 
folio manager position at DoubleLine. 
Gross said he wanted to run an “un- 
constrained” bond fund a small frac- 
tion of the size of the $200 billion-plus 
Total Return Fund he was famous for 
building. With the sun falling over the 
Pacific and shimmering on the surface 
of Gundlach’s infinity pool, Gross was 
deep in suck-up mode. 

“He said to me, ‘I’m Kobe Bry- 
ant, you’re LeBron James. I’ve got 
five rings, you’ve got two, but you are 


maybe on your way to five and you’ve 
got time,” says Gundlach, 55. (Gross, 
70, refuses to comment on the meet- 
ing.) “Bill was in his own world,” says 
a house-proud Gundlach, with a tone 
of disdain. “He doesn’t say anything 
[about my place]. Nothing. Doesn’t eat 
anything or even take a sip of water in 
three hours.” 

Gross left the meeting with no deal 
in hand and ultimately jumped to 
Denver-based stock manager Janus 
Capital. From his office in Orange 
County’s Newport Beach, Gross now 
manages a $79 million mutual fund 
for Janus, roughly 0.03% the amount 
of assets he used to control. 

Though a Gundlach-Gross alliance 
would have surely quickened the asset 
flight to DoubleLine from PIMCO— 
which has reported redemptions of 


Gundlach protégé Jeffrey Sherman: Gundlach says he is 
the rare quant manager with the “special sauce.” 
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JEFFREY GUNDLACH 





$25 billion since Gross was forced to resign 
on Sept. 26—Gundlach claims to be relieved. 
“Our clients would have asked, ‘What is this? 
How is this going to work?’ I hear he is a dif- 
ficult guy.” 

With Gross’ banishment the battle was 
over, but the spoils of the greatest market 
share shakeup in the history of the $45 
trillion bond business is just getting under 
way. There may be as much as $100 bil- 
lion in PIMCO assets in play, and Double- 
Line is vying for them against larger rivals 
BlackRock, Dodge & Cox, Loomis Sayles 
and even index fund giant Vanguard. All 
are strong competitors, but none has lead 
managers like Gundlach, who combine bold 
market predictions with impressive long- 
term performance. 

Gundlach’s superstar status can be viewed 
as both a blessing and a curse for Double- 
Line. Like Gross—who has helped transform 
stodgy bond investing from a financial back- 
water to a lucrative playground for young 
M.B.A.s and Ph.D.s—Gundlach is well known 
for his arrogance, eccentricities and volatil- 
ity. Institutional investors loathe the type of 
drama that unfolded at PIMCO—also, unfor- 
tunately, the hallmark of Gundlach’s style. 

“You can’t please everybody, and I’m not 
gonna try,” insists Gundlach, as Pandora’s 
Sinatra Radio streams over his home’s sound 
system. “They point to our key man risk, and 
we say, ‘Everyone knows that it is key man 
reward.’ ... The lesson of Bill Gross is: Don’t 
put your money with a star manager who is 
owned by a parent company that controls 
him.” 


he importance of being in con- 

trol is something that Gundlach 

learned the hard way. For most of 

his 24-year tenure at Los Ange- 

les’ Trust Company of the West 
(TCW), leading up to 2009, Gundlach was 
pegged as a star, a brash and brilliant money 
manager with a knack for calling markets. His 
specialty is mortgage-backed securities. The 
mutual fund he managed through 2009 beat 
98% of all mutual funds in its category for a 
decade. Even more impressive was that he 
correctly foresaw the coming collapse of the 
housing market in 2007 and managed to hold 
on to more of his precrisis gains than any of 
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Power has been called many things. 
Pretty isn't one of them. 


BY CAROLINE HOWARD 


No one would call Vladimir Putin, the most powerful man in the world 
for the second year running, a good guy. In 2014 he strong-armed his 
way into possession of the Crimea and waged an ugly proxy war in 


neighboring Ukraine, during which an almost certainly Russian-supplied 


surface-to-air missile downed a civilian jetliner. But as the undisputed, 


unpredictable head of an energy-rich, nuclear-tipped state, no one would 
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ever call him weak. 

Our annual ranking of the World’s 72 Most 
Powerful People (one for every 100 million 
people on the planet) is based on voting by a 
panel of FORBES editors, who consider things 
like financial resources, scope of action and the 
number of people they impact. This year there 
are 12 newcomers, including Narendra Modi, the 
new Indian PM, at No. 15; Alibiba founder—and 
China’s richest man—Jack Ma (No. 30); and Abu 
Bakr al-Baghdadi, the self-proclaimed caliph of 
the bloodthirsty Islamic State (No. 54). The top 
five positions are unchanged from last year, with 
Barack Obama remaining in second place ahead of 
China’s Xi Jinping. For much more—and to sound 
off about who we got right and who we missed— 
go to forbes.com/power. 
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his peers. In 2005, at age 46, he was made chief 
investment officer of mighty TCW, and by 2009 
he was overseeing some $70 billion of its $110 bil- 
lion in assets under management. In 2009 alone 
Gundlach’s annual compensation totaled no less 
than $40 million. 

But despite his immense contribution to 
TCW’s success, at the end of the day Gundlach 
was still a just hired hand with no equity or 
control of his own destiny. He wanted more. He 
wanted to be named chief executive of TCW, but 
perhaps because of his abrasive style, the firm’s 
French owners, Société Générale and its billion- 
aire founder, Robert Day, didn’t think he was fit 
for the job. 

“Look, it is clear that Jeffrey doesn’t suffer 
fools gladly, and he doesn’t tolerate people not 
thinking before opening their mouths,” says Bon- 
nie Baha, a 19-year TCW veteran who has wit- 
nessed Gundlach’s biting tongue but is currently 
DoubleLine’s global developed bond chief. 

Gundlach’s unhappiness prompted him to 
consider alternatives. He was courted by com- 
petitors, including Western Asset Management 
and PIMCO, which according to court docu- 
ments considered him a potential successor to 
Gross. Then on Friday, Dec. 4, 2009, just after 
the market closed in New York, TCW fired 
Gundlach preemptively and had its outside 
counsel chase him out of its downtown L.A. of- 
fice tower. In an effort to prevent institutional 
investors from taking their money and leav- 
ing with him, TCW simultaneously acquired 
cross-town bond manager Metropolitan West. 
In what former TCW employees describe as a 
surreal scene, Gundlach team members showed 
up the following Monday morning to find Met 
West traders sitting at their desks. 

Despite promises of huge pay raises by 
TCW, 40 Gundlach loyalists defected, and 
within a month Gundlach had formed Double- 
Line Capital. He found backers in Howard 
Marks and Bruce Karsh of Oaktree Capital 
Management, who had a similar acrimonious 
divorce from TCW 14 years earlier. (Distressed 
bond specialist Oaktree shares an office tower 
with DoubleLine and still owns 20% of the 
firm.) TCW had been gutted of its best fixed- 
income talent, and some $30 billion in assets 
eventually fled the firm. 

But the drama was only beginning. Ugly 
lawsuits and counterlawsuits were filed. Gund- 
lach was sued for more than $300 million and 
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accused of everything from stealing hard drives 
to maintaining stashes of porno and pot. Dis- 
traught, Gundlach called a meeting of the 45 
TCW coworkers he had lured away with a hand- 
shake promise of equity. His new firm had no 
assets and faced an immense potential liability, 
but he pledged that if the firm was forced out of 
business, he would find them all jobs. Gundlach 
countersued for more than $500 million in fees 
he said he was owed. 

The whole ordeal lasted two years, includ- 
ing a six-week jury trial in Los Angeles County 
Superior Court. All the while Gundlach and his 
bond traders persevered. The group continued to 
outperform, and DoubleLine assets swelled. By 
late 2010, barely a year after the firm opened its 
doors, assets reached $7 billion, hitting break- 
even, according to Gundlach. 

Ultimately in late 2011 the jury found that 
Gundlach & Co. stole TCW’s trade secrets, but 
no damages were awarded. Instead, the judge 
awarded Gundlach $67 million for compensation 
he was owed. Before the appeals could be filed, 
TCW and Gundlach settled. 

By then DoubleLine funds were already a 














screaming success and fast 

on the way to $50 billion in 
assets. Meanwhile, Morning- 
star’s “fund manager of the 
decade,” Bill Gross, was suffer- 
ing from subpar returns in his 
mighty PIMCO Total Return 
fund. In 2011 he bet wrong 

on rates, missing the rally 


in Treasury bonds. That left Modi 


PIMCO’s Total Return fund Speaks 
87th among its competitors, “As the Zist century 


returning just 4.2% to inves- 
tors, compared with 9.5% for 
Gundlach’s flagship Total 
Return fund. 

On Dec. 4, 2012, exactly 
three years from the day he 


evolves into an era 
of knowledge and 
information, the 
world once again 
beckons India. It 
is not the might 
of missiles but the 
sharpness of the 





had been fired from TCW, human mind that 
Gundlach rented a restaurant will determine the 
in the lobby of TCW’s head- come geo: 


quarters to throw a lavish 
party. Cristal champagne was flowing, and his 
now wealthy employees and partners were treat- 
ed to filet mignon and tuna tartare. A banner that 
read “DoubleLine $50 billion” was hung over the 
bar for all of TCW’s remaining salarymen to see 
as they filed out of the building. 
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brilliant analytical thinker who 

is both meticulous with his facts 
and mercenary in making rational 
decisions, Gundlach cares deeply 
for the loyalists who followed him 

to DoubleLine but rarely shows any emotion. He 
almost never socializes with his 125 co-workers. 

A native of suburban Buffalo, N-Y., Gundlach’s 
DNA practically preordained him for entrepre- 
neurial success. His paternal grandfather, Emanu- 
el, was the son of a German minister and became 
a stockbroker during the roaring 1920s. Gundlach 
claims his grandfather foresaw the 1929 crash and 
banked the sizable sum of $30,000 ($400,000 in 
today’s dollars) ahead of the Great Depression. 
He then became a bathtub chemist, concocting 
hair tonic from the roots of witch hazel shrub. His 
product, Wildroot Hair Cream, became a national 
brand by the 1950s. 

“He would give us bottles when I was a kid,” 
says Gundlach. “It was called greasy kid’s stuff. 
You know, like the Fonz.” 

Gundlach’s uncle Robert was a physicist and 
renowned inventor, coming up with a process 
that allowed Rochester, N-Y’s Haloid Photo- 
graphic Co. (later known as Xerox) to make the 
copy machine commercially viable. 

Gundlach’s father was a chemist for coatings 
maker Pierce & Stevens, and his mother a teach- 
er and homemaker from a working-class fam- 
ily. Though the extended Gundlach clan spent 
summers at his grandfather’s rural upstate New 
York retreat, Starlit, his branch of the family 
never enjoyed the affluence of his famous uncle’ 
Robert, who had dozens of Xerox patents. “My 
uncle was very parsimonious—never wanted to 
spend a dime,” laments Gundlach. 

Thus Gundlach was raised squarely in the 
middle class and to this day is uncomfortable 
hobnobbing with moneyed society members. 
Gundlach recalls that his maternal grandpar- 
ents had such a distrust for the upper crust that 
they lobbied for his older brother Brad to go to 
the University of Buffalo over Princeton. (He 
eventually chose Tiger orange and black.) To 
this day Gundlach continues to brag about his 
“hammer swinging” eldest brother, Drew, who 
never went to college and remodels houses in 
upstate New York. Gundlach spends his Fourth 
of July and Thanksgiving holidays at Drew’s 
home. 

Gundlach was a top student in high school 
with a near perfect score on the math SAT. Finan- 
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cial aid allowed him to attend Dartmouth, where 
he graduated summa cum laude in 1981 with a 
degree in math and philosophy. He considered 
becoming a philosophy professor, but then after 
studying the works of Austrian-British philoso- 
pher Ludwig Wittgenstein, he gave up. “I stopped 
caring about philosophy,” he says, explaining, 
“Wittgenstein was a mathematical philosopher, 











and his whole thing is 
that philosophy is just 
words that don’t mean 
anything. It’s like a fly 
that goes into a fly bottle 
and can’t find its way 
out. What is the meaning 
of life? It sounds like a 
[question], but it doesn’t 
mean anything.” 

So Gundlach dived 
deeper into mathematics 
and was accepted in the 
doctoral program at Yale. 

“My thesis was the 
probabilistic implications of the nonexistence of 
infinity,’ explains Gundlach. “There is no infinity. 
It’s an illusion; there is absolutely nothing em- 
pirical that suggests infinity exists and nothing 
that operates under the assumption of infinity 
that has any practical implications.” 

Apparently Gundlach’s thesis not only didn’t 
please his Yale advisor but was diametrically 
opposed to the work of one of the most influ- 
ential mathematicians since Aristotle, Austrian 
logician Kurt Gédel and his Incompleteness 
Theorem. 

So in 1985 Gundlach, who had been playing 
drums in bands while at Dartmouth and Yale, 
donned a spiky bleached-blond haircut and 
moved to Los Angeles to become an alternative 
rock star. A series of bands he played in, includ- 
ing one called Radical Flat, had limited success, 
and Gundlach was forced to hold down a day 
job in the actuarial department of Transamer- 
ica. He decided to apply for a job in the invest- 
ment business after he watched a Lifestyles of 
the Rich and Famous episode lauding the profes- 
sion as the highest paying. 

A blind solicitation letter ultimately landed 
Gundlach in the fixed-income department of the 
Trust Company of the West. He devoured the 
math-heavy bond market primer Inside the Yield 
Book the week before starting, learned trading 
on the job and eventually came to be the most 
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powerful mortgage-backed securities money 
manager in the company. 


t’s late October, and Gundlach is deliver- 

ing the keynote speech at ETF.com’s Inside 

Fixed Income conference in Newport Beach, 

Calif. before an audience of 175 investment 

professionals and advisors. It’s about a 
month after the Bill Gross resignation bombshell 
shook the bond market, so attendance is higher 
than expected and the audience hangs on his 
every word. 

“People like my macro stuff,’ he muses. 
“There is very little patience for long wonky 
bond presentations, but people are interested in 
different ways of interpreting the forces behind 
macroeconomic events and geopolitics.” 

His 56-slide PowerPoint presentation is enti- 
tled This Time It’s Different—directly thumbing 
his nose at legendary investor Sir John Temple- 
ton’s famous warning that those are the four 
most dangerous words in investing. 

But Gundlach means it. His first slide is a 
quote from Greek philosopher Heraclitus: “No 
man ever steps in the same river twice, for it’s 
not the same river, and he’s not the same man.” 

Gundlach is referring to the bizarre current 
market environment and insists that analysts 
studying the economic and monetary policy axi- 
oms of the past are making a serious mistake. 

“Tn the past the feds would raise rates to be 
preemptive against inflation. There is no infla- 
tion today, and you see finance ministers say- 
ing that one of the dark clouds hanging over the 
global economy is that inflation is not accelerat- 
ing,” he says. “So raising interest rates against 
that mentality is very different, and taking an av- 
erage of the past rate-raising cycles is not going 
to give you a good road map as to where things 
go this time around.” 

Here is the new bond king’s view of the world 
today: 

The Fed may raise the federal funds rate for the 
wrong reasons. 

“They don’t really need the rates to be higher, 
but they seem to want to reload the gun so they 
aren’t stuck at zero without any tools.” 

Deflationary forces will accelerate if the Fed 
raises rates. 

“With a tightening, the dollar is going to not 
just be strong, but it will run up like a scalded 
dog. If that happens, then commodity prices are 
going down, we will import deflation and you 
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when and if fed funds hit 2.5 to 3%.” 
Be long the dollar, especially in emerging mar- 


ket bonds. 


“We have been all dollar [-denominated in our 
foreign bond holdings] since 2011. For a while it 
didn’t really matter, but now it matters a lot. If 
you are nondollar you are really in trouble.” 

Stay away from homebuilders, TIPs and mort- 


gage REITs, and oil will fall 
further. 

“I am convinced the Saudis 
want the price of a barrel of oil 
to go to $70. They don’t care if 
they run a short-term deficit if 
it slows down U.S. fracking and 
turns the screws on countries 
in their region that mean them 
harm.” 

As we get closer to 2020 
interest rates and inflation (and 
taxes) could really start rising. 

“We are in the calm right 
now before the hurricane. I’m 
talking about the aging of the 
great powers, which is undeni- 
able and can’t be quickly re- 
versed. The retiree-to-worker 
ratios, the size of labor forces 
globally. China will have no 











Putin's 
Left Hand 


“What makes 
Sechin the second- 
most-powerful man 
in Russia is simple: 
The most powerful 
man, Putin, trusts 
him more than any- 
one else. And if 
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—Mark Galeotti, 
professor, NYU 
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one in the labor force. Italy’s losing 39% of labor 
force in the next generation and a half. Japan has 
an implosion of working population and no im- 
migration. Russia is facing one of the greatest de- 
mographic crisis in the history of the world, ab- 
sent famine, war and disease. It’s pretty bad. Italy 
has no hope,” says Gundlach matter-of-factly. 

“The Federal Reserve bought the bonds from 
the deficits of 2011, 2012 and 2013, and those will 
roll off increasingly over time. Come 2020 you 
are not just financing massive entitlements like 
Social Security and Medicare but also old debt. 
No one talks about that. It’s.a big deal. China 
doesn’t have the demographics to buy that debt. 
Who’s going to buy it?” 

The coming debt storm—which Gundlach 
says is too early to worry about tactically—will 
hit financial markets just as DoubleLine ap- 
proaches its tenth anniversary in business. 


iant pension funds and endowments 
are typically plodding in the rede- 
ployment of assets because it often 
requires coordinating board meet- 
ings, soliciting bids from new firms, 
listening to presentations and gathering votes. 
But with tens of billions likely to shift out of 
PIMCO over the next few months, DoubleLine is 
buzzing with activity. The task at hand is proving 
to existing clients and to new ones that the drama 
days are over and DoubleLine is all grown up. 

“T don’t think the controversies surrounding 
his TCW days are really relevant anymore in the 
analysis of DoubleLine,” says Michael Rosen, the 
chief investment officer at Angeles Investment 
Advisors, whose firm advises on $47 billion in 
pension and endowment money and who had 
resisted recommending DoubleLine to clients in 
the past. “That is ancient history at this point.” 

Perhaps because of Gundlach and Double- 
Line’s toxic inception the majority of its $60 
billion in assets is held by individuals in the 
firm’s mutual funds, predominantly his mort- 
gage-heavy DoubleLine Total Return Bond 
Fund, which has $38 billion under manage- 
ment and is up 8.93% annually since inception 
in 2010, and DoubleLine Core Income Fund, 
which is up 7.19% annually since inception. 
DoubleLine also has $4.5 billion in its Opportu- 
nistic Income LP, a hedge fund strategy, which 
uses leverage and deploys an amalgam of its 
manager’s best ideas. 

So far Gundlach reports that it has gulped 
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down $4 billion in new assets since Gross’ de- 
parture. However, competitors like BlackRock, 
Loomis Sayles and Vanguard are also seeing big 
inflows. 

Somewhat unique to DoubleLine among 
big competitors is that it has no interest in the 
low-fee bond index fund money that BlackRock 
and Vanguard specialize in. He also insists he 
will close his funds if they get too large. “Our 
so-called flagship strategy Total Return will 
never go to $100 billion unless the bond market 
grows ten times in size,” he says. “We are not 
ambulance chasers.” Still Gundlach is clearly 
drooling at the prospect of feasting on PIMCO’s 
remains, because he doesn’t hesitate to gun at 
his competition. 

What does he say about the reorganization of 
Bill Gross’ famous Total Return Fund? “Who’s 
managing it?” says Gundlach. “I don’t buy for a 
second that they will all work together and with 
no conflict. ” 











Of PIMCO’s 
newly named Chief 
Investment Offi- 
cer Daniel Ivascyn: 
“He is their hottest 
performer in recent 
times. I hear he is 
reasonably good at 
explaining things, 
the fact that he read 
from a teleprompt- 
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SpaceX just broke ground ona 
$100 million Texas launch facility 
by the Gulf of Mexico. In ten years 
Musk aims to put people on Mars. 














er and couldn’t an- 
swer any of the real questions notwithstanding. 
I’m sure he’s articulate.” 

Gundlach even feels the need to neutralize 
two seemingly nonexistent threats, Bill Gross 
and Mohamed E]-Erian, the former PIMCO co- 
chief investment officer executive, who remains 
on the payroll of PIMCO parent Allianz. 

“People are too harsh on Gross’ performance. 
It’s not bad, it’s just average,” he says. “This past 
year it’s been bad, but for 5 years it’s been average.” 

As for El-Erian, “Mohamed’s track record is 
hard to find, and when you find it, it’s bad.” 

Meanwhile DoubleLine is bending over back- 
ward to show off the breadth and depth of its 
bench as Gundlach’s top portfolio managers make 
the rounds with salesmen. Key in this pursuit are 
veteran emerging markets manager Luz Padilla, 
global developed credit manager Bonnie Baha, 
mortgage-backed manager Vitaliy Liberman and a 








young portfolio manager named Jeffrey Sherman. 
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POWERFUL PEOPLE — JEFFREY GUNDLACH 





Sherman, 37, rides shotgun to Gundlach at 
DoubleLine’s monthly fixed-income asset al- 
location meeting, attended by all key portfolio 
managers. Gundlach sits at the head of the table, 
but Sherman organizes large parts of the 70-plus 
slides Gundlach presents at these important 
meetings covering macro themes and sector allo- 
cations for the firm’s multi-asset strategies. Sher- 
man is emerging as the front-runner to eventu- 
ally succeed Gundlach. 

With his shoulder-length brown hair parted 
in the middle and his hipster beard, Sherman 
gives off a laid-back California surfer vibe, yet 
he impresses visitors with his ability to demys- 
tify complicated economic concepts as well as 
articulate big-picture strategies. 

“What we are trying to do in these asset al- 
location programs is look at the entire portfolio. 
We are not allocating to each sector and asking 
each manager to outperform each month, we are 
thinking about how the whole portfolio works,” 
says Sherman, mentioning that government bond 
chief Gregory Whiteley, for example, is currently 
being asked to underweight his sector and hold 
long-duration bonds. “We are paid not on assets 
that each one of us is managing but on the col- 
lective success of the firm. That is very deeply 
entrenched in our process and very different 
from other firms.” 

Like Gundlach, Sherman has humble roots. 
Neither of his parents attended college: His fa- 
ther worked in the oilfields of Bakersfield, Calif., 
and his mother is a bookkeeper. Also like Gund- 
lach, a scholarship helped pay for his applied 
mathematics degree at University of the Pacific, 
where he also taught statistics. Upon graduating 
in 1999, Sherman saw the wave of quants heading 
to Wall Street and wound up pursuing an M.S. in 
financial engineering from Claremont Graduate 
University. A summer internship led him to the 
risk analytics department of TCW, and ultimate- 
ly he defected to DoubleLine. 

“Sherman is extremely analytic, which I am 
always attracted to,” says Gundlach. “But he 
also understands psychology. There are a lot of 
people who are quants, and they think you can 
explain the world with an econometric model. 
You just get the coefficients right and you can 
explain everything about the future. Sherman 
understands all of the coefficients and can derive 
all the equations just like I used to do, but he 
understands that it won’t predict where the mar- 
ket is going to be in a month. He is also good at 
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million investment 
through September 2014, and its 20% stake is 
estimated to be worth close to $400 million. 
Says Howard Marks, Oaktree chairman: “Jef- 
frey thinks beyond being a bond manager, and I 
don’t know if you noticed, he is a pretty confi- 
dent guy.” 

Gundlach is so self-assured that he has even 
taken to painting in the style of the masters in 
his art collection. Piet Mondrian—the inspiration 
for DoubleLine’s red, blue and black logo—is his 
favorite. Says Gundlach, “I knocked [Mondrian] 
off. Very hard to do. Surprisingly hard. Hard to 
make the lines crisp. Miné are more crisp than 
his, but that’s because I used tape.” Gundlach 
pauses, reflecting on his work. “It’s an interesting 
thing: There is this moment when you are not 
sure if you are done or not” @ 





JEFFREY GUNDLACH 
CEO, DOUBLELINE 
CAPITAL 
AGE 55 
U.S. 


JOSEPH BLATTER 
PRESIDENT, 
FIFA 
AGE 78 
SWITZERLAND 


71 
TERRY GOU 


CEO; 

HON HAI PRECISION 
INDUSTRY 
AGE 64 
TAIWAN 


72 
YNGVE SLYNGSTAD 
CEO, NORGES 
BANK INVESTMENT 
MANAGEMENT 
AGE 52 
NORWAY 








PRUDENTIAL MUTUAL FUNDS 
CAN HELP YOU KNOCK 
BIG GOALS DOWN TO SIZE. 





The goal of funding retirement can seem daunting. But by investing CONSIDER THESE CHOICES FOR YOUR PORTFOLIO: 
regularly in Prudential mutual funds and putting time on your side, you 
could see the domino effect of compounding interest have a big impact PRUDENTIAL TOTAL RETURN BOND FUND PDBZX 


on your savings. 


Our family of more than 50 funds includes stocks, bonds and alternative PRUDENTIAL JENNISON EQUITY INCOME FUND JDEZX 


asset classes, and a broad range of investing styles and strategies. 


So no matter how much you invest, you can build a diversified portfolio PRUDENTIAL MID-CAP VALUE FUND SPVZX 
focused on your biggest long-term goals. 

PRUDENTIAL GLOBAL REAL ESTATE FUND PURZX 
Talk to your financial advisor or visit bringyourchallenges.com/mutualfunds 
Consider a fund’s investment objectives, risks, charges, and expenses carefully before 
investing. The prospectus and summary prospectus contain this and other information (> e 
about the fund. Contact your financial professional for a prospectus or summary prospectus. ey) Prudential 


Read them carefully before investing. Only eligible investors, including various institutional Bring Your Challenges’ 
investors and investors in certain mutual fund wrap or asset allocation programs, may 

purchase Class Z shares. See the prospectus for eligibility requirements. 

Mutual fund investing involves risks. Some funds are riskier than others. The risks associated with investing in these funds include 
but are not limited to: derivative securities, which may carry market, credit, and liquidity risks (All funds); short sales, which involve 
costs and the risk of potentially unlimited losses (PDBZX, JDEZX, SPVZX); leveraging, which may magnify losses (PDBZX); high 
yield (“junk”) bonds, which are subject to greater market risks (PDBZX); foreign securities, which are subject to currency fluctuation 
and political uncertainty (All funds); real estate, which poses certain risks related to overall and specific economic conditions as 
well as risks related to individual property, credit, and interest rate fluctuations (PURZX); and mortgage-backed securities, which 
are subject to prepayment and extension risks (PDBZX). Sector funds and specialty funds may not be suitable for all investors. 
Such funds are non-diversified, so a loss resulting from a particular security will have greater impact on the fund’s return (PURZX). 
Fixed income investments are subject to interest rate risk, and their value will decline as interest rates rise (PDBZX). The risks 
associated with each fund are explained more fully in each fund’s respective prospectus. There is no guarantee a fund’s objectives 
will be achieved. 

Mutual funds are distributed by Prudential Investment Management Services LLC, a Prudential Financial company. Jennison 
Associates, Quantitative Management Associates, and Prudential Investment Management, Inc. (PIM) are registered investment 
advisors and Prudential Financial companies. Prudential Fixed Income and Prudential Real Estate Investors, also known as PREI®, 
are units of PIM. 

© 2014 Prudential Financial, Inc. and its related entities. Prudential Investments, Prudential, Jennison Associates, Jennison, the 
Prudential logo, Bring Your Challenges and the Rock symbol are service marks of Prudential Financial, Inc., and its related entities, 


registered in many jurisdictions worldwide. 
0267776-00001-00 





Sex, Lie 


In creating Tinder, the world's hottest dating 
app, Sean Rad has changed how people mate 
and how Wall Street views Barry Diller. 

Too bad it wasnt enough to save his job. 


BY STEVEN BERTONI 





iPhones 


The three amigos: Tinder cofounders 
Jonathan Badeen, Sean Rad and the 
newly resigned Justin Mateen. 
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EAN RAD, THE COFOUNDER 
and CEO of Tinder, an app that over the past two years 
has completely reinvented how young people date and 
mate, has been generating news regularly. And sitting in 
his room last month at Philadelphia’s stylish Hotel Palo- 
mar, the 28-year-old was preparing to make more. Oc- 
cupying a keynote slot at the Forbes 30 Under 30 Sum- 
mit—sandwiched somewhere between Peter Thiel, 
Monica Lewinsky, Oculus VR founder Palmer Luckey 
and Nobel Peace Prize winner Malala Yousafzai—Rad 
was planning to unveil Tinder’s first-ever revenue gen- 
erator, a premium service that will go atop the other- 
wise free app. Major league stuff. 

Instead, the big news found him. Looking down at 
his phone, Rad saw IAC’s Sam Yagan calling. Through 
one of the more convoluted arrangements in tech start- 
ups, Barry Diller’s IAC owns a majority of Tinder, mak- 
ing Yagan, IAC’s digital dating point man, Rad’s de facto 
boss. The overlord got right to the point: Rad was out 
as CEO of the company he had started, one which has 
managed to nail four of the hottest themes in tech today: 
social discovery, gamification, location and messaging. 

A dazed Rad tried to process what he’d just heard. “I 
went through every stage of mourning at once—fear, a 
bruised ego,” he now says, reflecting. “I started think- 
ing about the company and my whole future.” And with 
that he walked to the Pennsylvania Convention Center, 
posed in the green room for Instagram shots with su- 
permodel Petra Nemcova and then bounded onto the 
stage with me, where for 30 minutes he gave 1,500 top 
young entrepreneurs a master class in how to create a 
viral phenomenon. 

Dressed in skinny jeans and a blue blazer, Rad un- 
spooled a series of ever more staggering stats. Tinder, 
which has logged 600% growth over the past 12 months, 
has been downloaded 40 million times since it launched 
in 2012. The 30 million people who have registered 
collectively check out 1.2 billion prospective partners 
daily—that’s 14,000 per second. And they’re not just 
kicking the tires: Tinder is now facilitating almost 14 
million romantic matches every 24 hours. As original- 
ly planned, Rad then confidently revealed the idea for 


the premium service, as 1,000 tweets shot across the In- 
ternet heralding the news. In the hallway immediately 
after the talk, he did a live interview with CNBC. “After 
this last year,” he sighs in retrospect, “being able to de- 
tach like that onstage was a walk in the park.” 

Back at the hotel he collapsed on his bed and stared 
at the ceiling. In the room with him was Justin Ma- 
teen, his best friend and the former Tinder CMO. In 
many ways Rad’s predicament could be traced to Ma- 
teen. In July a former Tinder executive—and former 
Mateen girlfriend—named Whitney Wolfe went public 
with a salacious sexual harassment lawsuit that generat- 
ed awful press and the CMO’s quick suspension. In Sep- 
tember Mateen officially resigned. But while Mateen is 
out as far as IAC is concerned, he remains a consigliere 
to Rad, who believes his friend got a raw deal. They still 
talk four times a day. They eat dinner with each oth- 
er’s families. When I visited Rad in Los Angeles, where 
Tinder is based, he had just totaled his military-grade 
$115,000 Mercedes G Class wagon—and so he picked me 
up in Mateen’s, who had purchased a matching version, 
down to the jet black color. 

The two reviewed Rad’s options. IAC said it didn’t 
want Rad to go away completely—and, indeed, this arti- 
cle is the first time his removal has been made public— 
but rather to relinquish the top spot and focus on the 
product. “The board thought the best path was to bring 
in a CEO, thinking if we opened up the role it would at- 
tract better talent,” says Rad. “I strongly disagreed.” So 
should he stay or go? 

Rad spent the next few hours walking the streets of 
Philadelphia, almost 10 miles by his count, working his 
phone furiously. He called Yagan and Yagan’s boss, Greg 
Blatt, chairman of IAC’s Match Group. He called his 
business advisors and lawyers. His girlfriend. His father. 
His girlfriend’s father—who just happens to be tech bil- 
lionaire Michael Dell. There was no consensus: Half 
recommended remaining in the lesser capacity, and half 
told him to quit. 

Desperate, Rad canceled his flight back to L.A., and 
instead took Amtrak north to New York City and IAC’s 
famous Frank Gehry-designed headquarters. “Things 
were going so well,” he says. “The company was grow- 
ing faster than ever, we were about to launch revenue, 
my relationship with Sam [Yagan] could not have been 
better, and we had got through the whole sexual ha- 
rassment suit.” His goal, as he sat down with Yagan and 
Blatt: “I thought I could still convince IAC to change 
their minds,” says Rad. 

He couldn’t, and that ultimately boiled down to two 
things. The first is control. The root of this drama, which 
has everything Shakespeare could ask for—power strug- 
gles, betrayals, riches and sex—has more to do with bar- 
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risters than bards: corporate structure. Would inexpe- 
rienced young entrepreneurs like Mark Zuckerberg or 
Snapchat’s Evan Spiegel have survived their company’s 
rapid—and often painful—early growth stages without 
the bulletproof defenses they had built for themselves? 
The second is money. Analysts who follow IAC’s 
stock estimate that Tinder is worth somewhere be- 
tween $1 billion and $1.5 billion, but even they concede 
that’s a huge discount to the valuation it could garner 
from venture capitalists. One big-bank analyst told me 
that a stand-alone Tinder, given the crazed private mar- 
kets, could top $5.5 billion—IAC’s entire market cap. 


SEAN RAD UNDERSTANDS both entrepreneur- 

ship and the American Dream. His mom and dad, Irani- 
an Jewish immigrants, fled their homeland a few years 
ahead of Ayatollah Khomeini’s ascent. They run ESI In- 
ternational, an electronic manufacturing and logistics 
company started by Rad’s maternal grandfather that be- 
came successful enough to give Rad a privileged up- 
bringing in Bel Air, Calif. 

Rad studied business at USC but dropped out in 2006 
to chase his own business dreams, starting with Orgoo, 
an e-mail service that consolidated your e-mail accounts, 
contacts and instant messages. It failed, but he did better 
with Adly, a marketing company that paired brands and 
celebrities to advertise on Twitter. Soon Rad had Snoop 
Dogg tweeting about Toyota rims and Kim Kardashian 
name-dropping NBC’s Community. Still, what Rad had 
envisioned as an automated clearinghouse proved labor- 
intensive and hard to scale. “I didn’t want to deal with 
celebs and brands,” says Rad. “I wasn’t the guy to be sell- 
ing Madison Avenue.” After three years he sold his stake 
to a private equity firm, netting a few million, and set out 
to start something new. 

Hatch Labs, a New York-based incubator for mobile 
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apps created by former IAC executive Dinesh Moor- 
jani—and funded by IAC and Xtreme Labs—sounded 
like an attractive place to do it. “I wanted a platform to 
play around on and be able to hire the best minds in mo- 
bile,” says Rad, who in 2012 accepted a salary and equi- 
ty to work at Hatch’s L.A. outpost, where he was put in 
charge of Cardify, an app for retail loyalty cards. 

Meanwhile, as Rad tells it, he and Mateen were kick- 
ing around an idea for a flirting app based on a system 
of mutual liking. When Hatch threw a hackathon dur- 
ing Rad’s first week, he, along with engineer Joe Munoz, 
built a prototype. They called it Matchbox. It won the 
hackathon, and eventually Moorjani had the Cardify 
team shift over to develop it further. 

“T thought it was just a cool little app,” says Rad. 
Serial entrepreneur Andrew Frame, who tried to buy 
Tinder from Hatch Labs early on for around $750,000, 
puts it more concisely: “They thought they were going 
to get laid with it.” Frame told them to turn off the ser- 
vice while users were still in the hundreds, offer IAC a 
small percentage to disentagle it from Hatch and move 
shop to San Francsico to build it right. Rad demurred, 
Tinder grew rapidly and the deal fell apart. “I regret not 
jumping in the car with the guys and pulling the cables 
out of the servers,” adds Frame. 

Tinder’s brilliance is digitizing how humans physi- 
cally court and making it stunningly simple to do so via 
a smartphone: Link to your Facebook account with one 
tap and in seconds the app’s algorithm is feeding you 
endless photos of potential mates in your area. No ques- 
tionnaires or forms—just faces. Swipe right if you like 
the person, swipe left if you don’t. When a person who 
you like separately likes you, Tinder connects you both 
via chatbox. “We’ve eliminated the fear of rejection,” 
Rad tells me over breakfast at Cecconi’s, a scenery res- 
taurant a 3-minute drive from Tinder’s 40-person West 
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Hollywood headquarters. “If I approach a stranger at a 
bar, I’m nervous about being rejected and the other per- 
son feels hunted. We get rid of all that. A Tinder match 
is like catching someone’s eye across the room.” 

The “yes-no” swiping design, created by cofound- 
er Jonathan Badeen, brings a game element to dating— 
each match gives the user an ego boost. And like Face- 
book and Instagram, Tinder offers virtual voyeurism— 
people-watching in the palm of your hand. But while an 
Instagram “like” ends the interaction between users, a 
Tinder match is just the beginning. These factors make 
for a very sticky product—sources put Tinder’s month- 
ly active users near 18 million (about half its registered 
base) and daily users around 9 million. As Michael Dell 
tells me: “Anytime you see usage and engagement stats 
like that you know something big and amazing is hap- 
pening.” And in case you’re wondering about the cali- 
ber of Tinder users, yes, Rad met Dell’s daughter Alexa 
on Tinder. 

During the buildout in the spring of 2012 Rad quarter- 
backed the team and product, Munoz the Facebook inte- 
gration, Badeen the front end and iOS integration, Chris 
Gulczynski design and Adam Huie finances. Moorjani 
oversaw the operation. Three weeks and $50,000 later the 
product—dubbed Tinder to avoid confusion with IAC’s 
cash cow, the dating site Match.com—was operational. 


“There is no CEO coming in the 
door that I don't get along with— 
that would be corporate suicide.” 


It was Justin Mateen who added the sizzle. Rad 
knew Mateen from USC, where his fellow student had 
run a party business. His college formula had proven 
effective. “I’d get the most social people in each frater- 
nity and sorority house to sell tickets and gave them a 
free ticket for every ten they sold,” says Mateen over 
a late L.A. dinner, just after he returned from clear- 
ing his head at a clothing-optional hippie retreat in Big 
Sur (he says he remained fully clad). “I learned if we 
could penetrate social influencers first, it would trick- 
le down to everyone else.” So at Tinder he e-mailed a 
beta version to 600 of his most popular contacts in the 
L.A. party scene, stocking the online pool with young, 
attractive users. Before long Tinder was clocking tens 
of thousands of swipes. Says Rad: “Our friends started 
coming back to us and being like, ‘Holy moly—this is 
changing my life’ ” 

To stoke growth, Mateen, who was given the title of 
CMO and cofounder, next took a page from the Zuck- 
erberg playbook, introducing Tinder one by one at elite 


schools—elite party schools. With the help of friends’ 
younger siblings, Tinder began burning up the campus- 
es of USC, Arizona and UT Austin, with almost every 
American college following. By early 2013 Tinder had 
400,000 users. Tinder leapt from college scene to main- 
stream this past winter after Mateen pushed Tinder into 
the most exclusive singles party of all—the athlete vil- 
lage at the Sochi Winter Olympics. Tinder-fueled Olym- 
pic hookups became international news. Soon Tinder 
had made a billion matches. And IAC took notice. 


THERE IS A RUSSIAN DOLL ELEMENT to Tin- 
der’s ownership structure. Hatch Labs owned 100% 
of Tinder by virtue of the fact that Rad was a paid em- 
ployee and IAC owned the majority of Hatch Labs. As 
Hatch’s founder, Dinesh Moorjani, explains it, once a 
company was spun out of Hatch, he would carve out 
equity to the founding team. But he says that found- 
ers within Hatch knew that in the end Barry Diller 
and IAC would always own a controlling stake of their 
companies. 

In August 2012 Moorjani was in the middle of launch- 
ing another class of Hatch companies but says [AC would 
not agree to new terms that would have given found- 
ers more ownership in the startups. Moorjani shuttered 
Hatch early 2013. While Rad wouldn’t comment, those 
close to him say he had always thought Hatch would spin 
out Tinder and give him control of the company. 

Instead, with Moorjani gone, IAC told Rad that Tin- 
der was theirs and he was now an employee. Says IAC’s 
Yagan: “We recruited Sean because he is a great prod- 
uct person, and while here working for us he came up 
with Tinder. We’ve given him the resources to pursue it. 
He created a ton of value for us, and he’s going to make 
a ton of money.” 

Rad reached out to tech contacts like SV Angel’s 
Ron Conway and actor/investor Ashton Kutcher to 
lobby Diller for new terms. In the end they worked 
out the following agreement: IAC would have a con- 
trolling stake at around 60%, Rad would keep about 
10%, Mateen and Badeen a little less, with the rest of 
the stock spread around. Rad, as CEO, controlled Tin- 
der’s day-to-day: the product, the team, marketing 
and branding. But as Rad, Mateen and Badeen would 
soon learn, it was Barry Diller who ultimately did the 
swiping. 

That became critical when the sexual harassment 
lawsuit emerged. Whitney Wolfe, a 24-year-old Utah 
native who knew Mateen’s younger sister, joined 
the Cardify sales team and later moved over to Tin- 
der, eventually becoming vice president of marketing 
and reporting to Mateen. The two started dating, and 
when that relationship disintegrated, the situation got 
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ugly. Wolfe had grown close to Rad and his girlfriend 
Dell (Rad mentioned several times to me that he had 
considered Wolfe one of his best friends). The messy 
breakup seeped into Tinder business. “Working with 
your friends at a startup is amazing because it allows 
you to power through the hard times,” says Rad. “But 
the lines got blurred, the boundaries should have been 
stronger.” 

Wolfe sued Tinder and IAC for sexua! harassment. In 
the complaint she accused Mateen of abuse and strip- 
ping away her title of cofounder because she was a 
woman—and Rad and Yagan of looking the other way. 
The suit, filed in Los Angeles, contained texts to Wolfe 
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‘Justin could have defended himself,” says Rad. 
He shut up, hurt himself and spared the team the drama” 





from Mateen that were sexist, racist and crude (at least 
one also insulted Diller). 

Rad was in a tough spot. His team, his friends and 
Mateen’s family lobbied Rad to defend his friend and 
cofounder, but IAC ordered everyone at Tinder to stay 
mute. “Justin could have defended himself and made 
some nasty evidence against Whitney public,” says 
Rad. “But that would have dragged the company in the 
mud. He shut up, hurt himself and spared the team the 
drama.” 

Mateen had been severely out of line (“I actual- 
ly though u would be a good mother and wife.” Ma- 
teen wrote Wolfe in one of the few printable text 


0 SUMMIT 


PHILADELPHIA » OCTOBER 19-22 


The biggest event in the 97-year history of’ Forbes, the first-ever Under 30 Summit 
brought together 1,000-plus members of the Forbes 30 Under 30, legendary mentors 
and global leaders for three days of discussions, planning and actions (plus a lot of fun), 
with the goal of creating partnerships that will change the world over the next 50 years. 


1500 | 86 6 10 o0) 10,000 | *f 


Participants Speakers Musical World-Class Runners up the Tweets to Largest Forbes 
Guests Chefs Rocky Steps #Under30Summit Event Ever! 


For more information, visit forbes.com/conferences 


IN PARTNERSHIP WITH 


fom CARNIVOR Delaware 
atat VARNIVOR. investments: 
CABERNET A member of Macquarie Group | macouare 




















GLOBAL 
CITIZEI 























pwe 








FORBES 


TINDER 








messages listed in the suit. “I have horrible judg- 
ment”), but numerous interviews and a long paper 
trail show that Wolfe carries blame, too. Texts and e- 
mails that Wolfe sent to Mateen show her using the 
same charged language she sued Mateen for. While 
he won’t discuss details, Rad says that because of her 
close relationship with him, his girlfriend and Ma- 
teen, Wolfe got away with behavior that would have 
cost other Tinder employees their jobs. 

Ultimately, it’s a giant “he said, she said” that will 
likely forever remain cloudy—in September Wolfe 
and Tinder settled out of court, with neither Mateen 
nor anyone at Tinder or IAC admitting any guilt. A 
source close to the case said that Wolfe walked away 
with just over $1 million, a fraction of what her law- 
yers were initially seeking. 

Still the damage was done. IAC was not about to 
watch its new potential cash machine get derailed by 
more amateur mistakes. Rad had the title of found- 
er, but he didn’t have control over his own fate at the 
company. Which led a few weeks later to the call in 


firm.” The terms are unknown, but a source says the 
deal was nonmonetary and that Benchmark would 
get a stake in exchange for its time. “The organic 
usage and engagement at Tinder in extraordinarily 
rare and special,” says Cohler. 

The big revenue plan, Tinder Plus, which Rad 
first announced onstage at the Under 30 Summit, 
will roll out imminently, with two new features for 
paying customers. The first, a travel feature, will let 
users jump across the country and globe, swiping 
through potential matches in Barcelona and Boston, 
Rio and Rome. The second is something users have 
been begging for since Tinder’s launch—an “undo” 
button that lets them revisit profiles they had hastily 
swiped to the left. 

Rad has more ambitious plans, which he hopes 
will transform Tinder from a dating app to a social 
GPS. Tinder Places calls for spreading around bea- 
cons—in bars, stadiums, museums and parks—to help 
Tinder users meet new people (whether boyfriends 
or bowling buddies) based on the places they go. 


“T went through every stage of mourning at once—fear, a bruised ego.’ 


Philly. “If the Whitney thing didn’t happen it would 
be difficult for IAC to demote Sean, because they’d 
have a lot to answer for,” says one insider. “But the 
lawsuit gave them an out.” 

Rad himself is not out yet. His meeting in New 
York with IAC—Diller wasn’t there, though given 
Tinder’s importance to his company, it’s implausi- 
ble to think he didn’t sign off—produced a détente. 
“Sean has exhibited tremendous strength in building 
the Tinder’s brand, users and product,” says Yagan. 
“We wouldn’t want to do anything that lessens his 
leadership in those areas.” Rad will act as president 
and remain on Tinder’s board, and will stay on as 
CEO until they find a replacement. “We’re looking 
for an Eric Schmidt-like person,” says Rad of the up- 
coming search. “There is no CEO coming in the door 
that I don’t get along with—that would be corporate 
suicide.” 

Of course, for every Eric Schmidt at Google 
there’s a John Sculley at Apple. Few incoming CEOs 
want a founder second-guessing them. But Rad, for 
his part, has new allies. In October, after more than 
six months of negotiating, he persuaded star-VC 
Matt Cohler of Benchmark Capital to take a stake in 
Tinder and join the board. “We need the expertise 
and external validation to show the world and future 
recruits that it is a great company,” says Rad. “And 
that the liquidity structure is good enough for a VC 


The idea: You can tell a lot about people from where 
they work, eat, shop and socialize. “We have to get 
into thousands of locations around the world. Then 
there’s the technical challenge of potentially billions 
of transactions happening on the cloud. You’re talk- 
ing about a pretty massive operational project.” 

It’s hard to see IAC embarking on such a massive 
and expensive project—at least not while cheap and 
easy revenue sources like subscription and advertising 
lie untouched. Then there’s all that monetizable data 
Tinder users are throwing off. “We can grow beyond 
our current core,” says Yagan. “But I would think long 
and hard before diluting dating.” Pressure to make 
money is mounting. IAC’s Greg Blatt told Wall Street 
analysts this summer that Tinder could make $75 mil- 
lion in Ebitda next year. Bank of America expects Tin- 
der to throw off $150 million in revenue in 2015; Bar- 
clays is betting on $200 million by 2016. 

The recurring question is whether Rad will re- 
main at Tinder long enough to even see 2016. The 
man who in Philly was debating whether he should 
quit seems determined now to play through, saying 
he’ll do whatever he deems is best for Tinder. With a 
10% stake in a product that’s already worth ten digits 


2 


he certainly has incentive to stick with it. “I might be 
naive in saying this, but the soul of a consumer com- 
pany is the product,” says Rad. “You take away the 
product leadership, and the company dies.” @ 
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Landlords of the 


new economy: 
WeWork 


cofounders Adam 


Neumann and 


Miguel McKelvey 


translate into 


architecture the 
energy, obsession 


and creativity 
of their tenant- 
entrepreneurs. 
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MORT ZUCKERMAN, THE 77-YEAR-OLD BILLIONAIRE CHAIRMAN 
of Boston Properties, controls $19.6 billion (market cap) worth of prime of- 
fice buildings in cities like New York, Washington and San Francisco, and in 
June 2013 he took a walk through a little real estate business called WeWork 
that Adam Neumann and his partner, Miguel McKelvey, were building. 

Neumann, then a 34-year-old former Israeli naval officer with a thick 
mane of black hair, met Zuckerman at the elevator of his second WeWork 
office in New York’s SoHo neighborhood. “Surprise, surprise—another up- 
start wanted in on the office rental game,” Zuckerman remembers thinking 
to himself. Neumann explained the business model: WeWork takes out a 
cut-rate lease on a floor or two of an office building, chops it up into smaller 
parcels and then charges monthly memberships to startups and small com- 
panies that want to work cheek-by-jowl with each other. 

Neumann led Zuckerman past WeWork’s 38,000-square-foot warren of 
small, glassed-in offices packed with young creative-economy types, the 
coffee lounge that converts into a beer-and-wine event space during happy 
hour, the conference rooms brimming with videoconferencing gear and the 
office managers smiling and taking care of package deliveries and replen- 
ishing the free coffee and laser printers. “We’ve got a waiting list months 
long,” Neumann told him. And the buzz in the air was going to be repeated 
across seven cities in a dozen new locations before 2015. 

Zuckerman warmed up. Here were dozens of members with needs very 
different from the tenants who sign leases at Boston Properties buildings 
on Park Avenue. These startups need each other. They feed off 
each other. They want to belong to something. 

“Adam understood in a very seri- 
ous way that we are in 
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anew culture,” Zuckerman says. “I 
found it extraordinarily creative and 
original after being in this business 
for God knows how many years.” 
(For the record, it’s 50-odd.) 

Zuckerman asked Neumann to 
lunch. Then another. By their fourth 
meeting he made Neumann promise 
to let him invest personally in We- 
Work the next time it raised money. 
And in 2015, almost two years since 
that first tour, a 200,000-square-foot 
WeWork will be the anchor tenant 
of the $300 million redevelopment 
co-owned by Boston Properties in 
the Brooklyn Navy Yard. Plans are 
afoot for another partnership in San 
Francisco and perhaps Boston down 
the road. 

WeWork’s founders have been 
content to stay quiet about their 
story until now, swearing investors 
to secrecy. No longer. Over the next 
12 months the company expects to 
triple its membership from 14,000 to 
46,000 and expand to 60 locations 
from 21 today and 9 just a year ago. 
WeWork’s first location four years 
ago was just 3,000 square feet in 
SoHo with creaky floorboards and 
walls power-washed by its founders. 
Now WeWork is the fastest-growing 
lessee of new office space in New 
York and next year will become the 
fastest-growing lessee of new space 
in America as it spreads to cities 
such as Austin and Chicago, not to 
mention London, Amsterdam and 
Tel Aviv. 

WeWork will gross an estimated 
$150 million this year with operating 
margins of 30%. Current plans will 
push revenue to more than $400 mil- 
lion next year. In February JPMorgan 
led a massive (and secret) $150 mil- 
lion investment in the company along 
with the Harvard Corp., Zuckerman 
and Benchmark Capital. The deal 
valued WeWork at $1.5 billion. The 
founders suspect they will be out 
raising another round next year that 
could easily fetch a valuation north 
of $6 billion. If that comes to fruition, 
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Neumann and McKelvey, who each 
own an estimated 20%, would be 
paper billionaires. 

WeWork is the leader, by far, in a 
surging co-working space movement. 
Some 5,900 shared office opera- 
tions dot the globe today, compared 
with 300 five years ago, according 
to Deskmag.com, a site dedicated to 
tracking co-working trends. Back 
then there were fewer than 10,000 
people working in such locations 
worldwide. Today that number is 
closer to 260,000. Niches have begun 
appearing: Grind caters to repeat 
founders and veteran profession- 
als. Hera Hub runs three locations 
in California just for female entre- 
preneurs. “People want less stodgy 
offices,” says Julien Smith, CEO of 
Breather, a startup that takes flexible 
space to its extreme, offering private 


“| FOUND IT EXTRAOR- 
DINARILY CREATIVE AND 


ORIGINAL AFTER BEING IN 
THIS BUSINESS FOR GOD 
KNOWS HOW MANY YEARS.” 





office rentals by the hour to members 
constantly on the go. 

WeWork members freely ac- 
knowledge the space is scandalously 
priced per square foot: $350 a month 
for a desk and $650 per person for 
64 square feet per office. But when 
WeWork opened its latest building 
in London’s South End, it was 80% 
full at launch and like the rest will 
be at near capacity in just a couple 
months, That’s because members can 
save hundreds per month when you 
factor in included services such as 
security, reception, broadband, print- 
ing—and fewer headaches. 

But the real perk is having other 
people around. WeWorkers network 
at weekly bagel-and-mimosa parties, 
where they might find a software de- 
veloper to produce an app for them. 


Members pitch their ideas at informal 
demo days and get free advice during 
office hours from willing outside part- 
ners like ad agency Wieden+Kennedy. 
Handshake agreements and job refer- 
rals are made over the wagging tails of 
members’ dogs. 

“Other offices are just depressing 
compared to here,” says Nicole Halmi 
of Neon, an image-selection platform 
in the WeWork Tenderloin location in 
San Francisco. “The old model of office 
space is dead,” adds startup veteran 
Gary Mendel, who runs Yopine from 
a WeWork in the renovated Wonder 
Bread factory in Washington, D.C. 

Facebook, Google and other Silicon 
Valley firms years ago embraced the 
practice of throwing everyone into a 
giant room. WeWork lets big compa- 
nies join the fray. PepsiCo, for example, 
put a few people in the SoHo WeWork 
in 2011, with the 
understanding that 
these staffers will 
be available to give 
advice to smaller 
member companies. 
“There has to bea 
commitment to the 
bigger picture,” says 
McKelvey. 

City governments are all-in on the 
benefits that such spaces can bring to 
the local economy. In San Francisco 
Mayor Ed Lee rerouted police pa- 
trols and opened a precinct outpost 
in the ragged Tenderloin district to 
keep the WeWork members there 
safe. Chicago Mayor Rahm Emanuel 
insisted on personally showing Neu- 
mann his unannounced plans for 
new bike paths and other startup- 
friendly projects to convince We- 
Work to move to the West Loop. New 
Boston Mayor Martin J. Walsh chose 
the new WeWork as the location for 
one of his first public speeches after 
taking office. “This is somewhat new 
to Boston, the innovation economy, 
but as more and more people see 
the type of idea of WeWork, more 
people will get interested in starting 
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companies,” says Walsh. 

“WeWork plays both sides of the 
coin,” says James Lee, the famed 
investor and JPMorgan Chase vice 
chairman who has guided the public 
offerings of Facebook, Alibaba and 
General Motors. “Institutions have 
space that young entrepreneurs 
could use, but they want to start their 
own business and cut their own trail. 
WeWork gives them a home and says, 
‘We want you here, we will help you 
and build you,” 


NEUMANN AND MCKELVEY, 
who still interview every new em- 
ployee to make sure they don’t see 
WeWork as just another real estate 
play, come by their fanaticism for 
the power of “we” honestly. The two 
grew up thousands of miles apart 
but in their own types of communes 
and without fathers around. Neu- 
mann grew up the son of an Israeli 
single-mother doctor. He spent two 
early years learning English when his 
mom was a resident at an Indianapo- 
lis hospital. They returned to Israel 
and moved into the Kibbutz Nirim 
near the Gaza Strip. All the children 
lived together in their own dorm, 
apart from the parents. He and his 
little sister, Adi, learned community 
the hard way, as the tribal kids of the 
kibbutz shunned Neumann’s family 
for months. “That was the hardest 
group I ever had to enter in my life,” 
he says. 

Severely dyslexic and an indiffer- 
ent student, Neumann found accep- 
tance as an expert windsurfer and 
ringleader for unapproved extracur- 
ricular activities. When it came time 
for mandatory military service, Neu- 
mann says he was among the slowest 
of the thousands of candidates for 
the elite naval officers’ school, many 
of whom had trained for their tryout 
camp for weeks. When the team- 
building missions came around, 
Neumann began to take charge. His 
was one of the last names to be called 
when the navy picked its 600-mem- 
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ber class. He finished third and left 
the navy after five years of service. 

McKelvey grew up one of six 
kids in a five-mother collective in 
Eugene, Ore. They were happy and 
lived simply on gardening and food 
stamps. Tang, with its forbidden 
artificial chemicals, was a special 
Christmas treat. “Looking back, we 
grew up poor, but living it then we 
never knew,” says McKelvey’s com- 
mune “sister” Chia O’Keefe, an early 
WeWork’s employee and now head of 
innovation. 

McKelvey was a talented student, 


but school bored him easily. What 

he loved was thinking about ways to 
revive all the empty storefronts and 
closed buildings in his depressed 
hometown. His favorite was Lazar’s 
Bazar, an ugly duckling that stayed 
open selling a hodgepodge of items as 
neighbors came and went. McKelvey 
saved pocket change for weeks to 
finally buy a $7 silk skinny tie. “It was 
the 1980s,” he shrugs today. 

After playing basketball at the 
University of Oregon (and earning 
his architecture degree), he jumped 
into the 1990s dot-com boom, start- 
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Partnering for Growth: 
A Look at the Successful Rise of the 


Democratic Republic of Congo 





U.S. Secretary of State John Kerry speaks with DRC President Joseph Kabila before a bilateral meeting in Kinshasa on May 4, 2014. 


he Democratic Republic of Congo 

(DRC) has an important role in the 

economic development of the 

African continent. In September, 
some 200 participants gathered in Berlin as 
part of “Africa - Continent of Opportunities: 
A Partnership for Change,” an event hosted 
by German Federal Minister for Economic 
Cooperation and Development Gerd Mul- 
ler. Among the partner nations represented 
was the DRC. Invited by German Chancellor 
Angela Merkel, DRC Prime Minister Matata 
Ponyo Mapon addressed a large audience 
at the conference. He discussed the wide 
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range of opportunities throughout Africa 
to encourage and help achieve sustainable 
development. 

DRC’s participation in the dialogue about 
the future of Africa is another way the nation 
demonstrates its impressive progress. 


Moving Forward With 
Strategic Focus 

The DRC has advanced economically, 
socially and politically over the past few 
years as one of the largest democracies in 
Africa, following years of civil strife. Presi- 
dent Joseph Kabila and Prime Minister 


Ponyo are leading the way toward a more 
stable and successful future. 

“Building a strategic vision for long-term 
development requires sound political lead- 
ership, tireless reform efforts aimed at rein- 
forcing the quality of the administration and 
vital institutions, and adhering to the rules 
and practices of good governance regarding 
our natural resources,” says Ponyo. 

This strategic vision and its execution are 
producing positive results. The economic 
state of the DRC is at the best point in its 
history. In 2013, the democratic nation’s GDP 
grew by 8.3%, according to government 
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reports and the International Monetary 
Fund (IMF), and in 2014, growth is expected 
to reach double digits. Prudent monetary 
policies have encouraged this growth 
and have kept inflation at 1%, the nation’s 
lowest since its independence more than 
half a century ago. 

During his visit to Berlin, Ponyo reiterated 
the DRC’s call for foreign partnerships to 
support the nation’s growth. For example, 
he highlighted how African nations includ- 
ing the DRC will benefit from partnerships 
with Germany that transfer technological 
advances. Private and public investments 
also will help African countries as they rise 
to compete on a global scale. 


Germany’s New Policy 
on Africa 
In May, German Federal Minister Gerd Mul- 
ler visited Africa to publicize Germany’s 
new policy for working with the continent. 
Per a new Africa policy adapted by the Ger- 
man cabinet in May 2014, the Ministry for 
Economic Cooperation and Development 
(BMZ) is setting a new course in many areas. 
“The guidelines reflect Africa’s growing 
importance for Germany,” Miller said. 
“Despite its crises and challenges, Africa is 
first and foremost a continent of opportunity. 
The population of our neighboring continent 
is currently swelling by 75,000 people every 
day. In only 35 years’ time, a quarter of the 
world’s population will be African. Since the 
turn of the millennium, the continent has 
tripled its economic output. 

“Our ministry allocates more than half of 
its funds to Africa,” he added. “From Cairo 
to Cape Town, and from Dakar to Dar es 
Salaam, we and more than 2,000 staff mem- 
bers are working with our partners in 32 Afri- 
can countries to create a brighter future for 
the people of Africa.” 

(See page 6 for more on Germany’ policy.) 


Goals for Reform 

The DRC is globally recognized for its abun- 
dant natural resources, which are estimated 
to be worth more than $24 trillion. The 
country has made progress under the refor- 
mative and forward-looking policies of its 
current leadership. The meteoric rise of one 
of the African continent's largest and most 
prosperous nations has been under way for 
years. Underpinned by strong governance, 
a diversified economy and an ambitious 
modernization plan, the nation of 70 mil- 
lion is on the cusp of an unprecedented 
emergence as an African superpower. 








The DRC’s GDP grew by 8 23 


Working closely with members of the 
international community, Prime Minister 
Ponyo and President Kabila continue to 
improve the country’s business climate. 
Simultaneously, they are implementing 
social reforms to benefit each layer of Con- 
golese society. These changes include cre- 
ating transparent processes, minimizing 
bureaucracy for start-up companies and 
creating anticorruption programs. The goal 
of the changes is to create a more investor- 
friendly environment and open up numer- 
ous sectors throughout the country to 
private investors. 

President Kabila’s long-term plan, Les Cing 
Chantiers de la RDC (the Five Pillars ofthe 
DRC), seeks to improve domestic welfare 
through modernization efforts, strengthen 
the country’s trade policy with foreign 
governments, and boost domestic invest- 
ments and capital flow to the nation. Essen- 
tial to the success of the long-term plan are 


DRC President Joseph Kabila 


continued improve- 

ments to the coun- 

0/ try’s infrastructure, 

0 in 2013. education, electric- 

ity, rates of employ- 

ment and housing. 

Economic development support and part- 

nerships such as those outlined in Germany’s 

new policy have an important place within 
Kabila’s framework. 

President Kabila’s work to overhaul the 
nation’s aviation infrastructure, for example, 
has resulted in discussions with Air France 
to partner with local airlines to create a pan- 
African network based in the DRC. Acknowl- 
edging the nation’s commitment to aviation, 
Ethiopian Airlines, the second-largest air 
carrier in Africa, opened a hub in the DRC’s 
main airport, N’Djili Airport. 


Improved Quality of Institutions 
According to the IMF, many resource-rich 
countries in sub-Saharan Africa such as 
the DRC have made a great deal of prog- 
ress in the quality of their institutions over 
the past few years. In fact, over half of the 
natural resource providers have improved 
their World Bank Worldwide Governance 
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Indicator ratings on rule of law 
and corruption, and about 
40% of these countries have 
improved their ratings on 
government effectiveness. 

President Kabila’s efforts 
to tighten controls on grant- 
ing mining licenses to prevent 
abuse and fight corruption 
are a prime example. These 
efforts are expected to yield 
results that help the DRC 
achieve a more favorable 
business environment for 
investors and the nation’s 
stakeholders. 

In July 2014, the DRC 
earned full membership to 
the Extractive Industries 
Transparency Initiative (EITI), 
the global organization that 
promotes responsible man- 
agement of oil, gas and min- 
eral resources. 

“Despite all the challenges 
facing the country, the Con- 
golese people have been 
working together to bring 
transparency and account- 
ability to the management of 
their natural resources,” says 
EIT] Chairwoman Clare Short. 


we & 


Prime Minister Ponyo, former minister of 
finance for the DRC, has demonstrated the 
ability and passion to bring about change 
within the central African nation. With an 
eye toward creating stability and private- 
sector growth, Ponyo encourages free 
enterprise. 

As prime minister, Ponyo has focused his 
attention on key initiatives to help the nation 
prosper. Reforms include bolstering the 
legal system by enabling investor-friendly 
regulations, lowering corporate taxes, and 
decreasing the amount of bureaucracy for 
starting and running enterprises. 

Ponyo also followed through on action- 
able goals to illustrate to the world the 
potential of the DRC under proper gover- 
nance. Seeking to create business environ- 
ments similar to those of developed nations, 
Ponyo understands that the future of the 
DRC rests not on the government, but on a 
public-private mandate to create opportu- 
nities and growth that can only occur when 





the rule of law and governance protect the 
rights of investors and citizens. 


- 


Lilie WIUVE 

During his tenure within the ministry, Ponyo 
helped change the investment climate of 
the nation and began enacting measures 
to protect shareholders and boost capital 
flow to the country. 

According to Ponyo, “Our economic 
performance is the strongest since the 1960s. 
We have an inflation rate from January to the 
present of just 0.3%. We will register 8.2% real 
GDP growth this year. That makes us number 
five on the continent in GDP growth. This 
country is on the move.” 

In addition to these impressive growth fig- 
ures, other macroeconomic indicators show 
encouraging signs of progress. The nation’s 
currency, the Congolese franc, has remained 
stable; the national wealth has doubled, due 


a 





DRC President Kabila and Prime Minister Ponyo 


President Kabila and Prime Minister Ponyo are leading the way 
toward a more stable and successful future. 


to more efficient tax collection; and, perhaps 
most important, public and private invest- 
ment have increased significantly. 










Nai VU Cun 


A support package from the Global Part- 
nership for Education is helping the DRC to 
create a stronger education infrastructure. 
A visible sign of this funding in action is a 
new school under construction in Gemena, 
located in the DRC’s northwestern province 
of Equateur. 

Part of a US$100 million grant imple- 
mented through the World Bank, the 
support package is aimed at reaching 
underserved primary-school-age children. 
The funding will be used to build or reha- 
bilitate a total of 153 schools in the prov- 
inces of Equateur and Kasai West, allowing 
75,000 children per year to go to school. It 
will also provide better learning materials 
and enhance teacher training. 
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Since the turn of the millennium, 
the African continent has tripled 


its economic output. 


“Countries cannot emerge from poverty 
without strong advances in education. Itis a 
critical element of national and regional eco- 
nomic growth,” says Alice Albright, Global 
Partnership for Education’s CEO. 

During her visit to launch construction 
of the Gemena school in February, Albright 
met with Prime Minister Ponyo, Education 
Minister Mwangu Famba and Finance Minister 
Kitebi Kibol Mvul in Kinshasa to discuss 
education challenges and funding needs. 

“Quality education is not only a right for 
all children because their future depends 
onit, but also a duty for our leaders that will 
guarantee that our country can prosper,” 
said Famba. “The funding from the Global 
Partnership for Education is instrumental in 
reforming our country’s education system 
and getting more disadvantaged children in 
school. The partnership has helped us bring 
the most relevant partners around the table 
to develop a solid education sector plan, 
which we are now implementing. We see 
this as a transformative moment not only 
for DRC’s education sector, but also for our 
overall social and economic development.” 

In July, Dr. Jill Biden, wife of U.S. Vice Presi- 
dent Joe Biden, visited the DRC as part of a 
three-country visit to Africa. Dr. Biden used 
the visit as an opportunity to continue to 
highlight the importance of girls’ education. 


Prime Minister Ponyo inspects the N’Djili Airport expansion in Kinshasa. 


The visit was also aimed at promot- 
ing women’s participation in govern- 
ment, the economy and civil society 
to accelerate economic development, 
improve health and educational out- 
comes, strengthen democratic governance, 
and foster peace and security. 





“While the headlines across the world focus 
on developed markets, developing markets 
such as ourselves face the brutal reality of 


decreased capital, both public and private, 


that is needed to develop our nation and 
build the infrastructure we need to suc- 
ceed,” Minister of Finance Patrice Kitebi says. 

While implementing strategies and 
executing policy has not always been simple, 
Kitebi, with the support of international 
development partners and the IMF and 
World Bank, has taken great strides toward 
improving the basic necessities in the DRC, 
including infrastructure, food security and 
private services. 

The DRC’s current economic mix is heav- 
ily skewed toward the country’s natu- 
ral resources. The nation’s mineral wealth 
includes oil, copper, diamonds and coltan— 
the dull, black mineral used in virtually every 
electronic device. Its coltan resources make 
the country vital to technology all over the 
world, as well as to the growth of the con- 
sumer electronics market. 
Diversifying the economy and develop- 
ing human capital have been a hallmark of 
Prime Minister Ponyo’s campaigns. “While 
the country is very wealthy in natural 
endowments regarding mineral resources, 
it is imperative to diversify beyond this 
wealth alone to propel the Democratic 
Republic of Congo to a state that can com- 
pete economically on a global scale,” he 
explains. 

Agriculture is a vital industry that Prime 
Minister Ponyo seeks to boost throughout 
the DRC. His aim is to provide the Congo- 
lese ample opportunity to create an agricul- 
tural sector unrivaled in Africa. Toward this 





A newly refurbished primary school in South Kivu Province 


end, the Congolese are investing heavily in 
the development of a world-class agricul- 
tural sector, and are focusing on agricultural 
extension services, research, energy, science 
and technology. 

“The agricultural sector is where we can 
have the most significant impact on the 


population,” says Ponyo. “Agriculture must. 


be one of the main sectors of focus used 
to spearhead the Congolese economy to 
unprecedented levels.” 

To support agriculture and encourage 
private-sector participation, Ponyo 
developed and launched a nationwide 
program known as the National Agricultural 
Investment Plan (NAIP). NAIP’s main 
objectives are to ensure food security and 
develop the agribusiness sector. Its first 
project will be the development of 16 large 
agro parks. 

According to Councilor John Mususa, one 
of the leaders spearheading the project, 
“These parks will serve as an important 
part of the country’s rehabilitation and 
construction process by providing access 
to agricultural inputs and by combining 
laboratories, training facilities, storage 
centers and health facilities.” 

By tapping its water, land and energy 
resources, the DRC can develop an industry of 
commercial farms offering fishing, livestock 
and vegetable production that is connected 
to a coherent network of production and 
food distribution. 


Energy: Essential for Growth 
Like agriculture, the energy sector is 
considered vital to economic growth 
within the DRC, especially as its large-scale 
mining and industrial sectors continue to 
experience significant growth. 

Paramount to the energy future of the 
DRC and the African continent is the Inga 
Dam Project, which is one of the largest 
infrastructure projects ever undertaken. 
The Grand Inga Dam is the centerpiece of 
the Inga Dams. It will be the world’s largest 
hydropower project and is an instrumental 
part of Africa's future energy strategy. 

The dam has the potential to generate 
38,000 MW of energy at a cost of US$80 
billion. It will help power South Africa, 
Botswana and Angola, and will ultimately 
be able to export power to Europe. The first 
part of the project, Inga 3, will top off at a 
nameplate capacity of 4,800 MW. 

Earlier in 2013, impressed with the poten- 
tial and progress of the project, the U.S. 
formally expressed interest in joining the 
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Prime Minister Ponyo speaks at the Global Partnership for Education meeting in June. 


Support from the Global Partnership for Education is 
helping the DRC improve its education infrastructure. 


project. Rajiv Shah, administrator of the 
U.S. Agency for International Development 
(USAID), recently visited the site of the future 
dam with Prime Minister Ponyo and pledged 
financial aid to help develop the project. 

While the amount of money to be 
earmarked from the U.S. to support the Inga 
Dam Project is still being negotiated, officials 
note that the task will have support from 
both the public and private sectors. 

The tenders for the Inga 3 project will be 
granted to a consortium of bidders, which 
have been narrowed down to the China 
Three Gorges Corporation and Sinohydro 
(Chinese consortium); Posco, Daewoo and 
SNCLavalin (South Korean and Canadian 
consortium); and Grupo Eurofinsa (Spanish 
consortium). 

According to Eric Mbala Musanda, man- 
aging director of the Congolese National 
Electricity Company (SNEL), the develop- 
ment work for the Inga 3 project will begin 
in October of 2015. 


An African Transformation 

The DRC is undergoing a transformation 
that puts it on track for stability, economic 
reform and growth. With an increase in 
capital inflow and infrastructure projects, 


the DRC is on a trajectory of success. Part- 
nerships with other nations, international 
companies and global organizations are 
moving the country closer to its transfor- 
mation objectives. 

As one of central Africa’s anchors of com- 
merce and development, the DRC has great 
potential. Its mining reserves are worth more 
than US$24 trillion. It has enough oil and gas 
reserves to propel the nation’s economy. It 
has hydroelectric-generation capability to 
power the African continent, and poten- 
tially beyond. It has a great wealth of human 
capital as well. Through improvement of the 
business climate and development of the 
nation’s social sectors, the leadership of the 
DRC has proven its ability to accomplish the 
goals necessary for progress. 

By creating opportunities for the Congo- 
lese people and developing an environment 
to help businesses thrive, Prime Minister 
Ponyo is fulfilling his pledge to bring a new 
level of prosperity to the DRC. From sub- 
tle changes—such as decreasing the size 
of government and bureaucracy—to the 
implementation of long-term energy frame- 
works, Ponyo is leading the charge to show 
Africa and the world the true potential of 
the DRC. @ 
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The Germany-Africa Connection: 
Enhanced Support Presents Opportunities 


HIGHLIGHTS OF THE BMZ’S AFRICA POLICY 


+ Africa is both a continent of opportunities and one of crises. 
It is also our neighbor and a continent of growth. Political 
stability and growing prosperity for the broader African 
population are in Germany’s own political interest. 





+ Africa is the BMZ’s priority continent. The BMZ is actively 
engaged in 32 of Africa’s 54 countries, operating through 
its implementing partners with a total of more than 2,000 
experts. More than 1.2 billion euros go to development 
programs each year. The BMZ is thus the number one 
partner in Germany for building a better future in Africa. 


+ The BMZ is strengthening civilian crisis prevention and 
supporting the establishment of civilian structures, such as 
training centers for civilian staff involved in African peace 
operations. The BMZ also finances African peace operations 
through the European Development Fund. 


+ Economic cooperation with Africa always involves 
cooperation with private industry. The jobs that are so 
urgently needed for young Africans can best be generated 
by private-sector investment. 





+ With its dual vocational training system, which combines 
school-based theoretical learning with industry-based 
practical training, Germany has a vocational training system 
that is in demand around the globe. In Africa in particular, 
where many young people are looking for work, the German 
model can make an important contribution to the career 
prospects of young Africans. 


+ The BMZ is supporting global alliances to eradicate specific 
diseases. At the bilateral level, it is supporting the establish- 
ment of solidarity-based health insurance programs. 


+ Africa can feed itself: Africa’s fertile soil offers huge 
potential not only for food security but also for economic 
development. The BMZ is supporting the modernization of 
African agriculture in collaboration with the private sector. 


+ The BMZ supports the many different initiatives being 
undertaken by German associations and clubs, universities 
and colleges, municipalities, federal states and church 
communities in Africa. By providing official funding for private 
initiatives in this way, support can be provided for the forging 
of direct contacts and considerable added value achieved. 
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Changes in Germany’s development support of Africa signal opportunities for 
the DRC and other African nations. The BMZ has stepped up its commitment by 
100 million euros annually, over last year’s investment of 1.2 billion euros. 
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ing a website that connected Japa- 
nese and English pen pals. Eventually 
he landed a job with an architecture 
firm in Brooklyn. 

Neumann, meanwhile, had fol- 
lowed his sister, Adi, a Miss Teen 
Israel, to New York City to pursue 
her modeling career. He spent the 
next five years staying at her apart- 
ment while taking business classes 
at Baruch College and managing her 
six-figure income. Neumann tried 
several ventures, including selling 
baby overalls with built-in knee pads 
(a major flop). He found more suc- 
cess with Egg Baby, an online store 
for high-end baby clothes. 

McKelvey and Neumann struck 
up a friendship at a party. Neumann 
asked McKelvey to design his new 
office space. McKelvey persuaded 
him to move it to Brooklyn’s Dumbo 
neighborhood. Their first inkling 
that they could make money selling 
shared office space came in January 
2008, when Neumann began renting 
out a corner of his office to someone 
he found on Craigslist to cut costs. 
Weeks later Neumann’s landlord, 
Joshua Guttman, took him through 
an empty building he had just bought 
down the street. He was going to 
charge $1 per square foot for each 
5,000-square-foot floor. Neumann 
said, “I got a better idea. Let me take 
over one of the floors. I’ll split it up 
into 15 offices, charge $1,000 each. 
We'll make $15,000 a month on this 
floor—you can take $7,500, we’ll pay 
the receptionist $2,500, and I’ll keep 
whatever profit is left.” 

Neumann told McKelvey about 
the idea that afternoon. A night 
owl, McKelvey came back the next 
morning with a name, a logo and a 
working website. The space would 
be called Green Desk, and it would 
be eco-friendly with free-trade coffee 
and cleaning detergent from Seventh 
Generation. “It seemed so obvious to 
us,” McKelvey says. “What was out 
there for office space was not good— 
it sucked.” Guttman finally agreed, 
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with one condition: They save even 
more on operations by repeating the 
model on every floor. 

Neumann kept operating Egg 
Baby as Green Desk took shape. 
McKelvey quit his job to renovate 
the building with help from Neu- 
mann’s filmmaker wife, Rebekah 
Paltrow Neumann (she’s a cousin of 
the actress). He spent his weekends 
driving to Ikea to fill up his Zipcar 
with butcher blocks to create office 
tables. As the deadline for their first 
move-in neared in 2008, the econo- 
my crashed. Guttman told them the 
jig was up. “He said, ‘I’m not mad at 
you guys, but this business is going to 
fail. In a down economy people don’t 
rent,” says Neumann. 

Just the opposite happened. They 
filled Green Desk with a mere seven 
Craigslist ads and word of mouth, 


“HE SAID, ‘’M NOT MAD 
AT YOU GUYS, BUT THIS 


BUSINESS IS GOING TO 
FAIL. INA DOWN ECONOMY, 
PEOPLE DON’T RENT.’” 





with tenants ranging from a private 
equity shop to blogging website Goth- 
amist. But Green Desk was much 
closer to an executive suite rental 
company like $2 billion (market cap) 
Regus than WeWork would become. 
It didn’t have the communal open 
spaces or room for programming that 
the founders would have liked. “We 
had aspirations for a global brand,” 
Neumann says. That would mean 
designing different layouts for each 
location and spending much more 
capital on events and amenities. 
According to Neumann, Guttman 
preferred to replicate the model that 
had already worked in more locations 
in Brooklyn—and it would, with seven 
locations today. Just not with Neu- 
mann and McKelvey on board. 

The founders sold to Guttman at a 


$3 million valuation that netted them 
$300,000 in initial cash and the rest 
in gradual payments they’d live off 
of for the next two years. The lump 
sum went straight into a deposit for 
a new location in SoHo built on their 
community model, along with what- 
ever they could scrounge from credit 
cards and friends. Israeli friends of 
Adam’s received free plane tickets 

to spend two weeks at his apartment 
and ended up slinging drywall and 
lumber. “They thought they were 
coming for fun, and they worked 
seven days a week,” says Neumann. 
By February 2010, just one month 
after launch, WeWork turned its first 
profit and has never stopped. 

An early investor, developer Jack 
Schreiber, identified their second 
location, a cheap space across from 
the Empire State Building owned by 
three Persian broth- 
ers. But the place 
needed $1 million 
in work, money that 
WeWork didn’t have. 
Schreiber told Neu- 
mann that the broth- 
ers could be swayed 
if he won over the 
one who lived in New 
York before his relatives outside the 
country could find out. 

“We sat down in the lounge at 
the SoHo WeWork, and he was very 
excited,” Neumann remembers. The 
Israeli and Iranian talked for hours and 
polished off half a bottle of whiskey, 
Neumann says. The brother left with 
a signed contract and a hazy memory. 
Neumann knew he would come back 
the next day saying his family wasn’t 
comfortable, and he did. “So I said, ‘I 
understood that Persians were men 
of their word.” That was mostly all it 
took. WeWork finished preparing their 
first floor in the building in just 29 days. 

Three more locations went up in 
2012, by which time WeWork had 
caught the attention of Benchmark 
Capital, the media-shy venture firm 
that had backed eBay, Twitter and 


What do thousands of Michigan 
companies have in common? 





In today’s economic climate, business owners 
need all the support they can get. That's why 
more and more Michigan businesses are 
turning to Pure Michigan Business Connect. 
This free program connects you to billions of 
dollars in business opportunities that can help 
you expand your supply chain. Along with a 
variety of business support services, including 
complimentary legal, accounting and Web 


services. Putting Michigan to work for you. 


PURE ICHIGAN® 
To register your business, 


go to puremichiganb2b.com Business Connect 
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Uber. Benchmark had never backed 
a real estate play, so a founding 
partner, Bruce Dunlevie, flew out to 
New York to see why these spaces 
were so different. “It reminded me 
a lot of eBay when I met them in 
1997,” the investor says. “There was 
something going on at both that 


you couldn’t quite put your finger 
on.” Benchmark’s round valued the 
company at about $100 million, a 
figure that would shoot up to $450 
million in 2013 when investment 
bank Jefferies came onboard, says 
Neumann. JPMorgan passed, but it 
would change its tune. 


IT’S POSSIBLE TO OUT-PERK 
WeWork. A high-end competitor in 
New York, NeueHouse, co-owned 
by Joshua Abram and Alan Mur- 
ray, has a small broadcast studio 
for members and a café in its New 
York location, with plans to open 

a full-service restaurant in its up- 
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“My app basically 
tells Millennials what 
they have to spend 
today,” says Chris 
Osborn, founder of 
Cache Money. 
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Are Tax Free Municipal 


Bonds Right for You? 


. Bond Guide 


Please call 1-800-498-9084 
for your free Bond Guide. 


The Main Advantages of Municipal Bonds 
Investors are attracted to municipal bonds for three 
reasons, safety of principal, regular predictable 
income and the tax-free benefits. Together, these three 
elements can make a compelling case for including 
tax-free municipal bonds in your portfolio. 


Potential Safety of Principal 

Many investors, particularly those nearing retirement 
or in retirement, are concerned about protecting 
their principal. In March of 2012, Moody's published 
research that showed that rated investment grade 
municipal bonds had an average cumulative default 
rate of just 0.08% between 1970 and 2011.* That 
means while there is some risk of principal loss, 
investing in rated investment-grade municipal bonds 
can be a cornerstone for safety of your principal. 


Potential Regular Predictable Income 
Municipal bonds typically pay interest every six 
months unless they get called or default. That means 
that you can count on a regular, predictable income 
stream. Because most bonds have call options, 
which means you get your principal back before 


Dear Investor, 


We urge you to call and get your free Bond Guide. Having tax- 
free municipal bonds as part of your portfolio can help get your 
investments back on track and put you on a path to achieving 
your investment goals, Getting your no-obligation guide could 

be the smartest investment decision youll make. 
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the maturity date, subsequent municipal bonds you 
purchase can earn more or less interest than the called 
bond. According to Moody’s 2012 research,* default 
rates are historically low for the rated investment- 


grade bonds favored by Hennion & Walsh. 


Potential Triple Tax-Free Income 

Income from municipal bonds is not subject to federal 
income tax and, depending on where you live, may also 
be exempt from state and local taxes. Triple tax-free can 
be a big attraction for many investors in this time of 
looming tax increases. 


About Hennion & Walsh 

Since 1990 Hennion & Walsh has specialized in 
investment grade tax-free municipal bonds. The 
company supervises over $2 billion in assets in over 
15,000 accounts, providing individual investors with 
institutional quality service and personal attention. 


What To Do Now 

Call 1-800-498-9084 and request our Bond Guide, 
written by the experts at Hennion & Walsh. It will 
give you a clear and easy overview of the risks and 
benefits of tax-free municipal bonds. 


FREE Bond Guide 
Without Cost or Obligation 


CALL 1-800-498-9084 


(for fastest service, call between 8 a.m. and 6 p.m.) 


Hennion & Walsh, Bond Guide Offer 
2001 Route 46, Waterview Plaza 
Parsippany, NJ 07054 


© 2013 Hennion and Walsh. Securities offered through Hennion & Walsh Inc. Member of FINRA, SIPC. Investing in bonds involves risk 
including possible loss of principal. Income may be subject to state, local or federal alternative minimum tax. When interest rates rise, bond prices 
fall, and when interest rates fall, prices rise. Source: Moody’s Investor Service, March 7, 2012 “U.S. Municipal Bond Defaults and Recoveries, 


1970-2011.” Past performance is no guarantee of future results. 
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coming Los Angeles building. But 
NeueHouse is growing more slowly 
and deliberately, with plans for 20 
locations by 2020. WeWork, mean- 
while, is moving fast, going big and 
trying to learn from each building 
and each deal. Neumann can come 
across as grandiose in his pitch 
meetings and probably turned off a 
lot of developers in the early days. 

“Tt took us a little bit to get on 
the same page. My first impression 
was they had very big ambition, but 
I wanted to make sure there was 
enough substance behind it,” says 
Jared Kushner, the scion of a big 
New York real estate family and 
an advisor to many startups in his 
brother Josh’s venture portfolio. 
Kushner has heard plenty of bluster. 
But then he sat down with McKelvey, 
who spent 30 minutes arguing about 
which coffee shop would be right for 
Kushner’s new $375 million complex 
in Brooklyn’s Dumbo district. We- 
Work won a prize spot as one of the 
project’s two anchor tenants, along 
with online crafts market Etsy, taking 
an entire building for itself. “They’ve 
built a good mousetrap to capture 
this market trend,” Kushner says. “I 
capitulated.” 

WeWork prefers to work with 
new developments or in gentrify- 
ing or distressed neighborhoods, 
where WeWork can get space at a 
standard anchor-tenant discount of 
about 10%. Even if WeWork drives 
a hard bargain, its presence raises 
values of adjacent floors and build- 
ings in the neighborhood. “They’re 
not stepping on our toes,” says Bill 
Rudin, whose Rudin Management 
is also in on the Navy Yard project 
and one other WeWork location on 
Wall Street. 

WeWork’s biggest risk, found- 
ers and investors agree, is in over- 
extending itself. It’s at a manageable 
enough size that it can tend to its 
brand and maintain high levels of 
customer service. Hire the wrong 
community managers or automate 
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too much and broken elevators or 
other snafus won’t be forgiven with 
free doughnuts. The former CEO 

of Coach is now a full-time advisor, 
helping the founders maintain their 
culture in the midst of rapid growth. 
New CFO Michael Gross, the for- 
mer CEO of Morgans Hotel Group, 
brings experience at creating a hip 
and hospitable vibe while staying 
asset-light and within budget. But 
even they don’t know if WeWork 
will go over in smaller towns like 
Cincinnati or Bruges once it reaches 
the top 25 cities in the U.S. and top 
dozen in Europe. 

Some Silicon Valley investors 
are skeptical that its economics can 
survive the inevitable real estate 
slump. WeWork is charging high 
per-square-foot prices but is also 
locking itself into long-term leases 


“1 GET SO MUCH BUSINESS 
at he ee 


THEY COULD DOUBLE MY 
RENT AND | WOULD STILL 
COME OUT AHEAD.” 





at today’s record rents. One inves- 
tor who passed on the company 
was concerned not by its high 
valuation but by the prospect of a 
tenant exodus amid a recession or 
cheaper competition. 

Neumann has heard that one be- 
fore. His experience with Green Desk 
proved that coworking spaces are in 
even hotter demand when budgets 
tighten. WeWork’s own rental agree- 
ments with property managers can 
survive in a city like New York, he 
argues, unless rents hit unprecedent- 
ed lows, and even then WeWork has 
millions in equity and operating cash 
flow that can help it weather a down 
cycle (and that’s without jacking up 
member rates). 

WeWork’s member base is quite 
stable, and 28% of its revenue 


comes from smaller members who 
upgrade as bigger members gradu- 
ate to their own spaces or move 
into larger, newer WeWorks. “I get 
so much business from being here 
that they could double my rent and 
I would still come out ahead,” says 
Jonathan Smalley, CEO of Brilliant 
Collaborations, a creative agency 
and a member at the Wonder Bread 
WeWork. 

Neumann and McKelvey see 
new revenue streams from playing 
matchmaker with services to mem- 
bers: health care, accounting, legal 
and cloud computing. WeWork helps 
members save $200 a month on health 
insurance plans through TriNet. Ama- 
zon Web Services offers $5,000 off the 
first year of Web hosting. These are 
offered with no middleman fees for 
now, but that could change. 

A big fundraising 
round seems inevitable 
in the coming year, and 
McKelvey, who grew 
up on food stamps, has 
given the prospect of a 
life-changing IPO some 
thought. He’s asked rich 
people he’s met how 
they spend their money, 
and so far he’s unimpressed. Should 
his large paper fortune turn into real 
cash in the future, McKelvey’s dream 
would be to open nonprofit WeWork 
locations in developing countries like 
Haiti to spur economic growth. 

But McKelvey can’t top Neumann 
when it comes to future schemes. 
Neumann says he got the chance 
once to speak with Elon Musk, the 
force behind Tesla electric cars and 
SpaceX rockets. They met for only 
a moment, but if they meet again 
Neumann will show him his propos- 
al for a WeWork in space. “When he 
gets everybody to Mars, we’re going 
to build a community like there’s 
never been,” Neumann says. “It’ll 
be awesome, and if he can just get 
us there, then we can do it. No 
question.” @ 
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Indonesia's 
Next Wave 


With a $30 million investment in 
a legendary surf destination on 
Sumba, billionaire Chris Burch is 
making a splash with Nihiwatu. 


BY LAURIE WERNER 


t’s like Bali 30 years ago, maybe 100,” said 

my seatmate on the Garuda ATR as we 

circled Sumba, a green, hilly island twice 

the size and 250 miles southeast of its 
more famous neighbor. For years surfers were 
the only ones journeying here to test themselves 
on its famous left-breaking, 20-foot waves at the 
island’s one resort, Nihiwatu (nihiwatu.com), 
on the southwest coast. But ever since fashion 
billionaire Chris Burch bought the property in 
2012 and began a major upgrade—a $30 million 
investment whose first results were unveiled 
this spring—it’s been attracting upscale travel- 
ers from all over the world, even those with no 
dreams of becoming a big kahuna. 

As Burch explains it, he had heard about the 
island during his frequent visits to Bali over the 
years but was drawn in three years ago when he 
learned that Claude and Petra Graves, the surf- 
ers who founded the resort in the 1980s, were 
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Board meeting: 
Renowned for one of the 
best left-handed breaks 
in the world, the island 

of Sumba now has a 
luxurious resort worthy of 
its waves. And there are 
other adventures on land 
at Nihiwatu—including an 
equestrian program. 


looking for outside investors. He sent a friend, 
hotelier James McBride, to take a look—the 
report that came back from the South African- 
born McBride was positive but perplexed. 

“T felt an immediate affinity with it,” he 
says. “It felt like Africa”—no doubt from the 
tribal cultures and simple villages that exist as 
they have for centuries. (Thankfully, head- 
hunting did stop about 50 years ago.) The 
main mile-and-a-half-long, pristine beach, the 
lush vegetation and the privacy all impressed 
McBride. “But I didn’t know what you would 
do with it,” he says. “It’s in the middle of no- 
where, 28 hours from New York.” 

A few weeks later he returned with Burch. 
This time it was Burch who was similarly 
impressed but confused. “I really didn’t get it 
at first,’ he says. “The island is one of the most 
backward places in the world. But it is just so 
beautiful.” After going a second time and tak- 
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Guest test: Burch views Nihiwatu as a model for new hotels. 


ing his three sons, all surfers, he decided to 
buy the resort. 

To bring it up to an elite level, Burch 
brought in McBride as a partner; the two met 
when McBride was general manager of New 
York’s Carlyle hotel, Burch’s residence during 
his divorce from designer Tory Burch. They 
started buying land—holdings now total 700 
acres, with more acquisitions occurring every 
month. And they began building: 21 spacious 
villas (starting at $900 per night, all inclu- 
sive, early next year) with 12 more to come, 
including Burch’s five-bedroom house, to 
be completed in spring and available to rent 
when he isn’t there. There will also be duplex 
tree houses, all composed of Sumbanese teak 
and Javanese black volcanic rock with private 
pools and terraces overlooking the ocean. A 
new restaurant and boathouse were built, and 
a hilltop yoga pavilion, and other buildings 
soon followed. “Every time he comes here, 
Chris wants to build something else,” says 
McBride. 

Along with the new restaurant came a new 
chef, Bernard Prim, a veteran of the Aman 
resorts, who does clean, flavorful dishes appro- 
priate to the location, such as Balinese braised 
pork ribs and a grilled mahimahi over green 
papaya salad with chili lime dressing. 

Activities have also been elevated to take 
advantage of Sumba’s natural wonders while 
also injecting an element of surprise. One, a 
hike to Nihi Oka, goes through a lush rain for- 





est and rice paddies, winding up in a tree house 
overlooking a private beach where cooks serve 
breakfast. Afterward you’re led to a platform 
that overlooks the fields and where massage 
therapists rub your feet. Another, when the river 
is high enough, takes guests on stand-up paddle- 
board trips floating past the island’s villages. 

Beyond the excursions and renovations, the 
heart of Nihiwatu is its 300-person staff, 98% 
of whom are locals who are exceedingly warm 
and welcoming, surprising for an island known 
historically for its warriors. Butlers hover 
when they’re needed (and give you distance 
when they’re not) and anticipate requests with 
precision. By next year each room will have its 
own butler; the supply of attendants is likely to 
increase from the daily English lessons offered 
to the staff. 

As the largest employer on Sumba, Nihiwatu 
obviously has had an impact on island life, but 
the contribution goes even deeper. Burch and 
McBride are diverting all profits to the Sumba 
Foundation, with its mission of eradicating 
malaria on the island, bringing clean water to 
the residents and improving education. “I’m 
not making any money on this,” Burch explains. 
“Tt’s all going back into the community.” (But 
that isn’t to say Nihiwatu won't lead to any 
financial gains, since Burch and McBride are 
watching the value of their land go up. They’re 
also considering using Nihiwatu as the model 
for a new hotel brand.) 

But Burch sounds entirely convincing when 
he says that his real reason for doing this has 
nothing to do with money. “This is 1,000 times 
more satisfying than accomplishing other 
things, when you see the pleasure in your 
guests,” he says. “Plus, this is a great place to be 
alone with my children ... that’s why I did it. It 
really makes me happy. And now we can share 


it with other people.” 3€ 
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| “The rule of surfing is never tell anyone where you £0." —JOHN SLATTERY 
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{ What the 65 million 

| Forbes.com users 

| are talking about. 

| Fora deeper dive go to 
| FORBESLIFE.COM 


] PERSON 

| GISELE BUNDCHEN 
| World’s highest-paid 
| supermodel shows 


off her surfing skills in 
a new three-minute 
film for Chanel No. 

5, directed by Baz 


} Luhrmann. 


| COMPANY 


GULFSTREAM 


| The aerospace firm 


| introduced a new family 


of bizjets in October: 


| the GS00 and G600. 
Both can transport up 
| to 19 passengers and 


reach a top speed of 
Mach 0.9. 


|] IDEA 

| UNDERWATER 

| SCULPTURE 

| Nearly 17 feet tall, 


“Ocean Atlas” in the 


| Bahamas is the largest 


work ever created by 
undersea sculptor and 


conservationist Jason 
deCaires Taylor. The 


cement colossus is also 


] an artificial reef. 
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Are Annuities Right for Your Retirement ? 


What You Might Not Know About Annuities 
Could Come Back To Haunt You 


Before you put your hard-earned money into an annuity, or if you already own one, please 
call 1-800-695-5929 for a special report, Annuity Insights: Nine Questions Every Annuity 
Investor Should Ask. Written with Forbes readers in mind, it could help save you hundreds of 
thousands of dollars and untold financial heartache. 


The vast majority of annuities are really complicated insurance policies that make it very 
difficult to fully understand the implications and unintended consequences. And once you — 
buy into an annuity, it can be a very difficult and potentially very costly investment decision 
to reverse. That’s why it is vital you “look before you leap” and ensure that you have “your 
eyes wide open” before you purchase an annuity. And if you already own an annuity, this 
free report is just as valuable as it can help you sort out the good, the bad and the ugly 
aspects of annuities. 


What You'll Learn From This Free Report 
e The different types of annuities and the advantages and disadvantages of each 
e Why annuities can be complex to understand 
e What you need to ask an annuity salesman when evaluating his product 
e The inflation risk, tax implications, estate planning considerations and typical annuity fees 


Don’t Be Lulled By The Soothing Sound Of Guaranteed Income 

Sure, guaranteed income, free from market volatility, has a lot of appeal, especially for people 
approaching or in retirement. But that guarantee can cost you big in commissions, fees, 
surrender charges, taxes and other costs. Plus, locking in a guaranteed income stream that 
doesn’t take into account inflation can seriously erode the value of your cash flow. In our 
report, we'll show you how buying or staying in the wrong annuity could literally cost you 
hundreds of thousands of dollars in fees and lost opportunities. 


Stuck In An Annuity? 

Because people often regret their annuity decision, Fisher Investments has helped many 
investors extract themselves from annuities. In fact, if you have a portfolio of $500,000 or 
more, we may rebate some or all of your annuity surrender penalties. Rebates average over 


$13,000.* Please call for details and to see if you might qualify. 


About Fisher Investments 

Fisher Investments is a money management firm serving successful individuals as well as 
large institutional investors. With over $54 billion” in assets under management and with a 
track record of over 25 years in bull and bear markets, Fisher Investments uses its proprietary 
research to manage money for prudent investors. 


BUCS 


If you own an annuity or if 
someone is trying to sell you 
one, I urge you to call for your 
free report. Annuities can lock 
you into low returns, complicate 
your tax situation, tie up your 
wealth and hit you with high 
fees. If you have an annuity, 
my team can help you decide 
if it is right for you. And if it 
isn’t, we might be able to help 
you get out of it and even help 
you offset some of the annuity 
surrender fees.* 


This free report could save 
you from making one of the 
biggest investment mistakes 
of your life. And for owners 
of annuities, the free analysis 


could be a life saver. 
Cee 
Ken Fisher 


— CEO and Co-Chief Investment 
Officer, Fisher Investments 


— Forbes “Portfolio Strategy” 
columnist for 29 years 


— Author of 10 financial 
books, including four 
New York Times bestsellers 


oS Please hurry! This offer contains time-sensitive information. 


mma al 


©2014 Fisher Investments. 5525 NW Fisher Creek Drive, Camas, WA 98607. 
Investments in securities involve the risk of loss. *Rebates are for investors who 
liquidate an annuity with surrender penalties and fund a Private Client Group 
account. Average rebates from August 2011 to September 2013 were $13,227. 
Terms and conditions apply. See www.AnnuityAssist.com/Terms-and-Conditions 
for further information. **As of 3/31/2014. 


Call today for your FREE report! 
1-800-695-5929 Exe. a902 
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( 101 Night No-Risk Trial 


~ 


Everything comes together in each Reverie* Dream Sleep System” to provide you 
with an ideal environment for rest, relaxation and rejuvenation. 


The Bed Designed for You 

Every aspect of each Reverie’ Dream Sleep System’ 
is designed to provide you with the perfect place for 
sleeping, reading, watching TV, talking with your 
partner or even working on your laptop or iPad. 


Support You Can Customize 

Reverie’ uses patented support technology so you can 
customize the firmness level to your exact preference 
on both sides of the bed. Plus you can change your 
firmness level in just minutes if your preferences or 


needs change. 


ES 





DreamCells™ come in four firmness levels and are custom 


configured fo meet you and your partners support preferences. 


Adjustable Foundation for Sleeping and Relaxation 
The adjustable foundation allows you to raise or 
lower each side of the bed independently so you can 
relax and sleep in comfort. Theres an Anti-Snore 
setting for those who snore or have acid reflux and 
the Zero-Gravity setting is particularly soothing 
for those with back pain. You'll never want to go 
back to a flat bed. 


Natural Materials for a Healthy Sleep Environment 
Reverie’ uses natural breathable materials for healthy, 
comfortable sleep. Our sustainable plant-based 
materials are naturally anti-bacterial, anti-microbial 
and dust mite resistant. And they look great and will 
last for years and years. 

Built-in Full Body Massage 

Each Reverie’ Dream Sleep System” includes a gentle, 
full body massage for total relaxation and comfort, 
helping you fall asleep faster. You'll look forward to 
going to bed each night. 
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Free Brochure and DVD Info Kit 


To learn more about how this revolutionary 
new bed can improve your life, 
please request your free information kit. 


Call 1-800-685-3445 


www.reverie.com 


>< Reverie 


Sleep well tonight. Live better tomorrow.” 


Dept. 1086 
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©2014 Reverie. Ail rights reserved. 750 Denison Court, Bloomfield Hills, Michigan 48302 
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Each Reverie® Dream Sleep System™ includes a 101 Night 
No-Risk Trial so you can try your new bed in your own home. 
No return fees. No restocking fees. No fine print. No hassles. 100% refund. 
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Order Now for Guaranteed 
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For Forbes Readers: 


PCA T aaa ae RCT 
ES Installation —A $450 Value! 


¥ Model# HCP-11001A 
Tiere 3-Year In-Home radiated 
Sale Price: 30-Day Home Trial 


$8,499 aa $450 savings offer and 30-day 
Mention Offer Code: FM142 ~ home trial valid on orders placed on 


CACC cMcHOMINC 9 


Take the stress out of the holidays for yourself and your loved ones with the Inada DreamWave’. 

As the exclusive makers of The World’s Best Massage Chair’ Inada of Japan offers the award-winning 

DreamWave with shiatsu point detection and innovative features that take relaxation and stress relief to The World’s Best Massage 
a new level. Its soothing massage movements and gentle air cell compressions deliver a customizable, 888.725.7167 
transcendent massage you can enjoy every day—tt’s the ultimate investment in your well being. Store.InadaUSA.com 


NEVER STOP 
RUNNING 


Every day more and more runners are using the 
ElliptiGO to stay healthy and get fast 
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5 Troy Ounces U.S. Mint Silver 
shown at actual size! 


Discover 


PUevedorecimoleali toy nlavoenm 
investment you can hold. 


Introducing the America the Beautiful five-ounce bullion coin, an official 
legal tender issue from the United States Mint. If you're not familiar with 
them youre not alone — as few as 20,000 are struck in a year, a figure 
overshadowed by the more than 30 million Silver Eagle coins released 
annually. Despite this exclusivity they're available at a similar premium 
over silver spot price, giving you an opportunity to see your coins gain 
collector value independent of silver spot price. And that collector value is 
nothing to sneeze at: America the Beautiful Silver coins show an average — S 94 7@ 

value 55% higher than their Silver Eagle counterparts. And less than two r ts 
years after their original release, 2012’s Hawaii coin is now worth 153% overcurrent silver 


more than a similar investment in Silver Eagles! Any prudent investor will spot price!* 
see the stunning advantage these giant 3-inch diameter coins can offer. Call 


now, and find out why Montgomery Chandler is a new kind of coin dealer. g new kind of coin dealer 


Cha el ace 


SEC Cisne lied! rely *Price dependent on order quantity, method 
BAe le) eR of payment, and availability at current 


wholesale premiums. 10-day satisfaction hae ee 
34 00 -3 5} 5 = iC iC; '@) ic; guarantee on all orders. Call for complete tee 
offer guidelines. Montgomery Chandler 


4 ‘ DISCOVER 
www.montgomerychandler.com Bs pe nee eee see <> 
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www. FortunaSausage.com 
1-800-42SOUPY (1-800-427-6879) 


we 
Comrort Mask 


eee Ay - ; : Jet Lag 
Jeadition.., if . Dry Air 
Viruses 
Bacteria 
Allergens 
Flu Season 


i SG tough world out there... 

oe ‘ines ‘ » Whether you're traveling, visiting a hospital, hiking in 
a Me —— _ % y ce the desert, gardening, or biking in the city, MyAir 
Quality Sausages & htalian Specialties ©) advanced filtration system supports hydration and 
www.FortunaSausage.com filters out the things you don’t want to be breathing. 
‘ ‘ isle saci / ¥# > Ultra light, ultra comfortable, ultra breathable. 
—. ? Washable mask, replaceable filters, USA made. See 

website for 9 fabric choices & more information. 


Perfect for everyone on your gift list 
Dry Sausage Sampler 
Includes 5 of our best salami! 
Sopressata - Abruzesse - Cacciatorini 
Genoa - our famous SOUPY 
Order online #ANS for only $74.95 


View our full line of salami, cheeses, 
and gift baskets online 


Reduce Moisture Loss by 88% (The leading cause of Jet Lag) 
Block 99.997% of Airborne Pathogens (Viruses & Bacteria) 
Block Allergens, Pollen & Contaminants to 0.1 microns 


if PR 1 








Ellessco uc 800.915.8599 myairmask.com 


Look Good, Feel Good... My/Air. 
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An Everyday Masterpiece 
The beauty of art; the quality of Caesarstone 


New Calacatta Nuvo 
The best stone is 


caesarstone’ 


www.caesarstoneus.com 
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Cte 
DIVORCE 
sip etlCis! 
COST OF 
BREAKING UP 
“For better or worse, there is anew freedom in our society— 
a freedom to change mates that in the past was confined 
almost entirely to the very rich. But it doesn’t come cheaply. 
Americans are spending billions of dollars a year for divorce 
services from such assorted professionals as lawyers, judges, 
accountants, psychiatrists, writers and private eyes. Last year 
over a million couples called it quits, doubling the figures of 


a decade ago. Should present trends continue, the number of 
divorces may well reach 1.6 million by 1990." 


—FROM THE FEB. 19, 1979 ISSUE OF FORBES 


OTHER THOUGHTS FROM THAT ISSUE: 
THE FACE IS FAMILIAR “ver since Eve persuaded Adam that apples 


would be good for him, the celebrity endorsement has been a surefire sell- 
ing tool. Today, an estimated three of every five commercials on primetime 
TV use big names to deliver the pitch with, naturally, prices to match the 
star’s rank.” 











ICI, ON PARLE ARGENT “Provincial premier René Lévesque, who wants 
to make Quebec a sovereign nation, has directed, under a new law, that all 
business signs in the province be in French rather than English.” 
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“One thing that previous practice doesn’t 
always make perfect: marriage. 
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—MALCOLM FORBES 


ON MARRIAGE 
AND DIVORCE 


“My husband and I have never 
considered divorce. Murder, 
sometimes, but never divorce.” 
—DR. JOYCE BROTHERS 





“I was married by a judge. I should have 
asked for a jury.” —GROUCHO MARX 


“J remember you, the kindness of your youth, the 
love of your betrothal, when you went after Me in 
the wildemess, in a land not sown.” —JEREMIAH 2:2 


“I have never had an impulse to go 
to the altar. Iam a difficult person to 
lead.” —GRETA GARBO 


“Tt would be very hard for a man to 
live with me, unless he’s terribly 
strong.” —coco CHANEL 


“Divorce isn't a cure—it's a surgical 
operation, even if there are no 
children to consider.” —RosaMuNDE PILCHER 


“My wife and I were “If I get married, 
happy for 20 years. I want to be very 
Then we met.” married.” 
—RODNEY DANGERFIELD —AUDREY HEPBURN 


“Nowadays 80% of women are against 
marriage. Why? Because women realize 
it's notworth buying an entire pig just to 
get a little sausage.” —ANonymous 


SOURCES: GOODREADS.COM; BARTLETT'S FAMILIAR QUOTATIONS; 
WILD MOUNTAIN THYME, BY ROSAMUNDE PILCHER. 
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Merrill Edge is available through Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S), and consists of the Merrill Edge Advisory Center (investment guidance) and self-directed 


online investing. 
Investment products: [ Are Not FDIC Insured | Not FDIC Insured | Are Not Bank Guaranteed | May Lose Value 
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You merely take care of it for 
the next generation. 


T/K 


PATEK PHILIPPE 


rae 





- PATEK PHILIPPE 
GENEVE 


Begin your own tradition. 








Chronograph Ref. 5170G 


Tel: (1) 212 218 1240 
patek.com 


